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ECONOMIC POLICY, ORGANIZATLON AND MANAGEMENT 


ABALKIN ON ECONOMIC LAWS OF SOCIALISM 
Moscow OBSHCHESTVENNYYE NAUKI in Russian No 3, 1982 pp 5-19 
[Article by Leonid Abalkin: "The System of Economic Laws of Socialism" ] 


[Text] The systems approach to the study of processes and phenomena forms one of 
the distinctive features of modern science and the modern style of scientific 
thought. The knowledge of the economic laws in effect under socialism as a uni- 
fied integra! system is an important stage in the development of the political 
economy of socialism and evidence of its increased maturity as a science. The 
tasks of this science are to perceive and thoroughly reveal the deep, essential 
ties in the system of production relations, to reflect them adequately in cate- 
gories and laws and to show the means, forms and methods of their most complete 
and etfective use. 








Cooperation and orderliness in economic life and in the system of economic laws 
exist objectively. It is impossible to create or improve this system. The fre- 
quently stated assumption /about the creation/ [in italics] of the system of laws 

is permissible only ina strictly defining meaning, namely with respect to the 

laws of political economy as a science. The laws of science are a theoretical re- 
flection (a more or less precise one) of really existing objective economic laws. 
This also pertains to the relationship of the system of objective laws and the sys- 
tem of laws of science. 





L. 1. Abalkin is a doctor of economic sciences, professor and head of the Chair of 
Political Economy of the Academy of Social Sciences attached to the CPSU Central 
Committee. He is the author of the monographs ''Planomernoye razvitiye i proportsii 
mirovogo sotsialisticheskogo khozyaystva" [The Planned Development and Proportions 
of the World Socialist Economy], "Politicheskaya ekonomiya i ekonomicheskaya poli- 
tika" [Political Economy and Economic Policy], "Ekonomicheskiye zakony sotsializma" 
(The Economic Laws of Socialism], "Khozyaystvennyy mekhanizm razvitogo sotsialisti- 
cheskogo obshchestva" [The Economic Mechanism of the Mature Socialist Society] and 
"Konechenyye narodnokhozyaystvennyye rezul'taty" [The End National Economic Results]. 
A chapter of the collective monograph prepared by the Chair of Political Economy 

of the Academy of Social Sciences attached to the CPSU Central Committee and the 
Institute of Political Economy of the Academy of Social Sciences attached to the 
SED Central Committee, "Ekonomicheskiye zakony sotsializma: sistema, osobennosti 
deystviya, formy i metody ispol'zovaniya™" [The Economic Laws of Socialism: The 
System, the Peculiarities of the Effect, the Forms and Methods of Use], Moscow, 
"Mysl'", 1981, is the basis for this article. 











The system ot economic laws of socialism cannot be regarded as their mechanical 
sun, 45 4 simple set of laws which exist side by side. Fundamental integrity, the 
interrelations between the elements forming it, orderliness and a certain subordi- 
nation are characteristic of it. ‘This system forms and develops gradually, to 
the extent of the maturity of socialist production relations. 


The building of a mature socialist society, the strengthening of its material and 
technical base and the increase of the maturity of production relations promote 

the intensive process of the formation of an integral system of the economic laws 
ot socialism. The interaction between then intensifies, the orientation of the 
economy toward the increase of the level of well-being of the people becomes more 
and more consistent. The process of the formation of the system of economic laws 
of socialism concludes with the building of a developed (mature) socialist society. 


the assumption about the development of mature socialism on its own basis is a 
fundamental y»eneralization of the qualitative transformations in the life of Sovi- 
et society. It contains the initial theoretical positions for understanding the 
economic laws of socialism as a unified integral system. This assumption means 
that the reorganization of all social, including economic, relations on the basis 
inherent in socialism and the tormation of the system of economic laws of social- 
ism are nearing completion. 


the completeness of the indicated process cannot be understood simplistically. 

The system continues to develop, but already on its own basis, as completely formed 
ind mature. At the same time this process is completed only with respect to so- 
cialism as the first phase of the communist mode of production. Therefore, the 
system of economic laws, which formed at the stage of mature socialism, on the 
historical level is a stage on the path to the system of laws of the highest phase 
of communist society. 


As a result of the reorganization of production relations on the basis inherent in 
socialism the entire system of its economic laws acquires a single, uniform social 
content. This stems from the fact that all the laws without exception express the 
internal, essential ties of socialist production relations and the domination of 
the public cwnership of the means of production. Inasmuch as all the laws have a 
socialist content, their system becomes socially homogeneous, which is an impor- 
tant criterion of its integrity. This postulate, which is of funcamental theoreti- 
cal and practical importance, requires a detailed examination. 


Three groups of laws belong to the system of economic laws which are in effect 
under socialism. The /specific/ [in italics] economic laws of the communist mode 
of production as a whole (the main economic law, the law of the planned, propor- 
tionate development of the national economy and others) or its first phase--social- 
ism (for example, the law of distribution according to labor)--form the composi- 
tion of the first of them. The second group includes the /general/ [in italics] 
economic laws which are in effect throughout the history of human society, in all 
its formations (the law of the economy of time, the law of the elevation of needs 
and others). Finally, the /particular/ [in italics] economic laws, which are in 
effect in the case of several (but not all) modes of production (in particular, 
the laws of commodity production and circulation) form the third group. 




















Theoretical difficulties arise when studying the general and particular laws. It is 
necessary to clearly demarcate these two groups, taking into account their different 
role and historical fates. The general laws, in acquiring a new social content, 
obtain broader scope for their effect at the stage of mature socialism. The need 
tor their efticient and effective use is a permanent task. The situation is fun- 
damentally different, for example, with the laws of commodity production. Under 
socialism it is necessary to use them in every possible way with allowance made 

for the new content and without fail in combination with the entire system of eco- 
nomic laws. But historically these laws will become obsolete along with commodity 
relations. 


The combination of the conclusion about the three groups of economic laws with the 
well-known postulate that political economy studies the economic laws of a specific 
mode of production, preserts substantial difficulty. The solution of the problem 
is seen in the following. A single integral system of production relations and, 
accordingly, economic laws is characteristic of each mode of production. It is 
uniform with respect to its socioeconomic type, which is determined by the dominant 
relations of the ownership of the means of production, The general and particular 
production relations are integrated in a system and become its fundamental compo- 
nents to the same extent and insofar as they acquire the content which is specific 
for the given mode of production. 


lt should be pointed out that the laws characteristic of the communist mode of 
production as a whole also have a specifically socialist content. Thus, political 
economy quite legitimately studies the main economic law of /socialism/ [in ital- 
ics], that specific content of it, which it has /at the first phase/ [in italics] 
of the communist formation. This peculiarity results from the two forms of the 
public ownership of the means of production, from the existence of the socialist 
state and, accordingly, the state form of the organization of economic life, from 
the receipt of assets for meeting the needs of the population primarily through 
distribution according to labor and from other features of the system of socialist 
production relations. 


Thus, the entire system of economic laws, which are in effect under socialism, has 
a single, or uniform, social content. Although laws, which are different from the 
point of view of their origin, are also included in it, it cannot be regarded as a 
conglomerate of laws of different types. Such a view, which is still encountered 
in the literature, in essence negates the integrity of the system of economic laws 
of socialism and identifies the developed state of production relations with the 
transitional period, of which the combination of laws of different types is actual- 
ly characteristic. 


in contormity with what was stated above all the laws, which are in effect under 


the conditions of socialist society (first of all mature socialist society), can 
be regarded as the economic laws of socialism. In their system there are no 
"sood" and "bad" laws, some of which should be used in every possible way, while 
the etfect of others should be limited or underrated. Such a view in fact negates 


the integrity of the system and permits the existence of laws which have a con- 
tent which was inherited from the past, although the entire set of production re- 
lations (but namely the essential ties in them characterize the laws) has acquired 
a qualitatively new content which is equal to socialism. 














And it is necessary to point out another circumstance. It is often possible to 
hear arguments about the "shortcomings" of some laws or others, about the adverse 
consequences which can arise as a result of their effect. The methodological un- 
tenability ot such views consists in the fact that the economic laws are viewed in 
isolation, outside systems contact. But if we take each law in isolation, adverse 
consequences can arise in practice when using each of them, be it the law of value, 
the law ot distribution according to labor or the law of socialist accumulation. 
Consequently, when studying the effect of any economic law or when using it in 
practice, it is necessary to proceed from the requirements of the systems approach 
and to take into account the entire set of complex and versatile ties. The task 
ot the political economy of socialism is to identify these ties, tc analyze them 
and to provide practice with theoretical conclusions. 


Thus, all the economic laws, which are in effect under socialism, form a single 
inteyral system, At present much work on the study of this system has been per- 
formed by the joint efforts of scholars of the countries of the socialist communi- 
ty. At the same time its theoretical elaboration and the creation on this basis 


of a truly scientific fundamental course of political economy and an effective 
mechanism of the use of the Laws continue to remain very urgent. 


let us examine in this connection the problem of /the general interrelationship 
which is inherent in the system of economic laws/ [in italics]. The very inter- 
relations between economic laws are of different types: from the simple interac- 
tion between some laws to collateral subordination and subordination. By sub- 
ordination there is understood such a tie which characterizes the main lines of 
interaction in the system, which determine the influence of some laws on others. 
Here the decisive role belongs to the laws which reflect the most profound essence 
of the system of production relations, its social type and main motive forces. 

The specitic laws of a given, historically defined mode of production act every 
time as such Laws. 





(he /main economic law/ [in italics], which expresses the dominant type of owner- 
ship of the means of production, the social form of appropriation and thereby the 
objective direction of the development of the economy or its goal, plays the lead- 
ing role in the system of economic laws. It lends integrity to the entire system 
ot laws and owing to this plays the role of a system-forming factor. This is the 
law otf the movement of the given mode of production, which determines the social 
direction of the effect of each economic law. 


(he lescription of the main law as the law of the movement of socialist social 
production is of great importance. The indicated postulate must not, of course, 
be understood as if the basic law expresses the dynamics of economic processes, 
while the other laws express their statics. From a methodological standpoint such 
a division ot the laws (into the laws of statics and dynamics) is in general il- 
legitimate. It seems that it is possible (and necessary) to speak about the main 
law as the law of movement in the following sense. 


First of all precisely the main economic law by its nature expresses the objective 
direction of che development of social production, that is, the set of those 
socioeconomic forms and conditions (factors), by means of which it takes place. 











: 





Furthermore, this law expresses the main, leading reasons of the economic activ- 
ity of people, that for the sake of which production is being developed and im- 
proved, the achievements of science and technology are being assimilated and the 
system and methods of planned management are being improved. The economic inter- 
ests of people, first of all the interests of the owners of the means of produc- 
tion, always act as the motives of their activity. The affirmation of public so- 
cialist ownership of the means of production naturally and normally advances the 
general (national) economic interests as the leading and decisive interests. 


The postulate about the leading role of public interests does not at all negate 
the real existence of special economic interests of social classes, labor collec- 
tives and individuals and their specific nature. It points to the decisive role 
of public interests in the entire system of interests, their function of the main 
motives of activity and the need when solving any economic problem to proceed from 
the primacy of general tasks over specific and local tasks. 


Finally, the Leading role of the main law as the law of the movement of socialist 
production consists in the fact that it predetermines the socioeconomic essence 

ot the efficiency of the latter, that is, it characterizes the criterion, on the 
basis ot which the progressive development (movement) of the economy is evaluated. 
from a socioeconomic point of view production efficiency expresses the degree or 
completeness of the realization of the main economic interest of the owners of the 
means of production. This includes both the obtaining of the most complete re- 
sults and the efficient, economical use of the resources, which under socialism are 
the property of society and in the efficient use of which it is directly and imme- 
diately interested. 


Along with the main law and on its basis the law, which characterizes the method 
of the movement of the economy and, accordingly, the method of the implementation 
of all other economic laws, plays an important role in the system of economic laws 
of the given mode of production. The direction of the movement and the method of 
movement are two interconnected and complementary characteristics of the system of 
economic laws. 


The planned organization of social production, which is inherent in socialism, pre- 
determines how and by what means the economic laws act (are implemented). /The law 
of the planned, proportionate development of the national economy/ [in italics] as 
a specific law of the communist mode of production characterizes the system of 
economic laws as a whole, but not from the point of view of the direction of de- 
velopment (this is a function of the main economic law of socialism), but from 

the point ot view of the method of effect, or implementation. 


in the literature it is customary to regard development according to a plan as a 
universal form of the manifestation of production relations and economic laws 
under socialism. However, the dialectics of economic processes do not reduce to 
the correlation of the form and the content. The concept of form in general is 
very ambiguous (production relations as a form of productive forces, ownership as 
a public form of appropriation, the outward forms of the manifestation of produc- 
tion relations and so on). Taking into account that development according to a 
plan is the antipode o1 production anarchy and the spontaneity of economic proc- 
esses under capitalism, it is better to characterize it, in our opinion, as a 
means of the functioning of the socialist economy, as a means of the implementa- 
tion of che oh‘ ective laws inherent in it. 

















fhe planned organization and regulation ot economic processes under the condicions 


Ol Socialism are not an external factor, which lies outside production relations, 
but a teature of the objective tie itself, an essential characteristic of the 
means otf tunctioning of social production. Owing to this, development according 


to a plan is characteristic of the entire system of production relations and eco- 
nomic laws of socialism.” What has been said makes it possible to regard the law 
of the planned, proportionate development of the national economy as one of the 
most important system-forming laws. 


Ihe /law ot the economy of time/ [in italics], which performs special functions in 
the system o! laws, acts under socialism in unity with the main economic law and 
the law ot the planned, proportionate development of the national economy. The 
fact that it belongs to the general economic laws should not, in our opinion, 
interfere with such an interpretation. First, K. Marx, as is known, called the 
economy of time (along with the planned distribution of working time among the 
different sectors of production) "the first economic law at the basis of collec- 
tive production."% Second, as was pointed out above, the general laws, by acquir- 
ing a new social content, are integrated in the unified system of the economic laws 
of socialism. This fully pertains to the law of the economy of time, the effect of 
which tinds direct expression in the increase of the efficiency of social produc- 
tion and the efficient management of the economy. 


The three named laws form the /basis/ [in italics] of the system of economic laws 
under the conditions of socialism and determine its fundamental features.4 Be- 
tween them there is the closest connection, which consists in the unity of the 
goal ot socialist social production. They are system-forming, since their effect 
tells in the entire system. This, however, should not belittle the role and im- 
portance of the other ecunomic laws. An important place in the system of laws be- 
longs, for example, to the law of value in conformity with the new content which 
it acquires under socialism. [ts thorough consideration is a necessary and manda- 
tory condition of the improvement of pricing and the cost accounting stimulation 
ot production. The use of the specific economic law of the steady increase of la- 
bor productivity is acquiring increasing importance under present conditions, in 
connection with the changeover to the intensive type of reproduction. The effect 
of the law of the elevation of needs, the law of socialist accumulation, the law 
of supply and demand, the law of the preferential increase of the production of 
means ot production, the law of distribution according to labor and others 
should be thoroughly taken into account when analyzing the system of economic laws 
ot socialism and in the process of their conscious use. 





The system o! economic laws of socialism has a complex, multilevel structure, and 

for this reason the laws belonging to it can be classified and grouped according to 
different attributes. Above we distinguished three groups of economic laws: spe- 

cific, general and particular. But it is also possible to use other groupings. 


fhe distinetion of the economic laws, which are inherent ia social production as 

a1 whole, and the laws of the individual phases of reproduction--production, dis- 
tribution, exchange and consumption--holds a distinct place in the analysis. In 
connection wich such a classification I would like to express two opinions. First, 
in the literiture it is frequently proposed to differentiate the economic laws of 
the individual phases of reproduction without an indication of the existence of 
laws which are inherent in social production as a whole. It seems that this is 

















incorrect. Such laws as the main law, the law of the planned, proportionate de- 
velopment of the national economy, the law of the economy of time, the law of 

value and a number of others cannot be assigned only to some one phase of reproduc- 
tion--they are in effect in all its phases. Second, the laws of the individual 
phases, beiny, in a single system, also influence the processes taking place in 
other spheres. There is no dcubt, for example, that the law of distribution ac- 
cording to labor influences both production and consumption. However, in this 

case it is important to distinguish the sphere of effect of the law itself and 
those associated areas which it influences. 


With the formation and development of the world socialist economy the international 
nature of tne effect ot the economic laws of socialism is being revealed more and 
more completely. A new important link in the system of socialist production rela- 
tions--international production relations--is forming. This has a number of im- 
portant consequences. On the one hand, the economic laws, which were in effect 
until now within the national economy, are entering the international arena. In 
this case both the laws themselves and especially the forms of their manifestation 
are undergoing more or less substantial modification. On the other hand, the 
formation ot socialist international production relations in principle is bringing 
about the possibility of the appearance and effect in this sphere of a specific 
subsystem of economic laws which express the stable essential ties of the indicated 
relations. 


thus, it is possible to establish another classification of the economic laws of 
socialism, namely: the laws which are in effect in the world socialist economy as 

a whole (in the national economy of each country and in the sphere of international 
production relations); the laws of the development of social production within the 
boundaries o! the national economies; finally, the specific laws of international 
production relations, 


The question of the existence of laws, which are in effect in individual major 
sectors of the national economy (as a special type of laws of particular spheres), 
merits special attention. The problem consists in whether only modified versions 
of the forms of the manifestation of the general economic laws occur in individual 
sectors (industry, agriculture, transportation and others) or wnether specific 
laws, which reflect the uniqueness of the socioeconomic aspects of reproduction in 
each of them are in effect in them--along with this modified version. [It is in- 
disputable, for example, that the law of differential rent is a specific law which 
is in effect, given specific socioeconomic prerequisites, in the sectors in which 
there are stably diverse conditions of reproduction. So far the named problems 
have not receive either an adequately thorough elaboration or especially a final 
solution. And this, of course, complicates the analysis of the unified integral 
system of the economic laws of socialism. 


Political economy, in studying the system of production relations, deals not only 

with the essence of the phenomena being analyzed, but also with the diverse forms 

of its manifestation. Thus, science is called upon not only to study the laws in 

their abstract expression, but also to reveal the mechanism of the effect of these 
laws, to show how and by what means they manifest themseives in specific economic 

forms. 











fhrough thes« forms (or at .east througn the majority of them) not only do some 


laws or others manifest themselves, but the interaction between them takes place. 
Ihe clleet of not one, but several laws manifests itself in the same specific eco- 
nomic ftorm., For example, the wage is a form of the manifestation of not only the 


law of distr‘bution according to labor, but also the main economic law of social- 
ism and the law of planned development. In this connection the process of interac- 
tion in the system of economic laws can be fully revealed only when the specific 
mechanism ot the interrelationship between the laws through some economic forms or 
others has been studied. 


lhe relations located on the external, surface layer of production relations are 
represented in these forms. A distinctive feature of these forms is the fact that 
they act simultaneously both as objective economic categories and as tools (or 
levers) of planned management. Therefore not only the manifestation and interac- 
tion of economic laws, but also their conscious use are realized through the indi- 
cated torms. 


fhe economic categories, which are the theoretical expression of specific economic 

forms (categories of a phenomenon), along with the categories, which characterize the 

deep, essential ties of production relations, form a system with the interrelations 
and subordination, which are inherenc in it. 


The categories, which express most directly the effect of the basic economic law, 
as well as the law of the planned, proportionate development of the national econ- 
omy and the law of the economy of time, form the core of the system of economic 
categories. These are categories, which express the goal orientation of the eco- 
nomic system ot socialism--the increase of the well-being, the standard of living, 
the all-round development of the individual and the improvement of the socialist 
wav of lite, as well as suck categories as development according to a plan, effi- 
ciency and intensification. 


[he fact that the economic laws of socialism form a system makes special demands 
on the forms and methods of their use. The need for a comprehensive approach to 
the use of the economic laws, the consideration of their entire set as a unified 
whole and the coordinated improvement of planning, the organization of management 
and economic stimulation are the most important among these demands. 


Without analvzing the entire mechanism of the use of economic laws, it should be 
enphasized that /the management of the national economy/ [in italics], which is 
viewed in the broad sense of the term, holds a central place in it. !t is pre- 
cisely throush management that the concerted, coordinated activity of all the 
links otf social production is achieved, the creative activeness of the masses is 
realized and what the founders of scientific communism called "public action") is 
ensured. We w.ll dwell on some problems of the use of economic laws in the proc- 
ess of the management of the netional economy and on the forms and methods being 


ow 





used here. 


By the ‘9orms of the use of economic laws there should be understood the above- 
indicated specific economic forms, through which these laws are manifested and 
have an effect. On the practical level the task reduces to ensuring the conform- 
ity, or adequacy, of these forms to the content of the laws. The forms of the use 
of economic laws should complement each other in order to ensure the efficient use 


ot their entire system. 

















By the methods of the use of economic laws there should be understood the means of 
consciously intluencing economic processes, the procedure of achieving the coor- 
dination of public actions, The planning of economic and social development, the 
cost accounting stimulation of production, the organization of the management proc- 
ess and the development of the creative initiative of labor collectives are among 
the most important methods. They coincide in principle with the methods of so- 
cialist management or the planned management of the economy, which is viewed in 

the broad sense. A comprehensive approach is also needed in the process of deter- 
ming and improving the methods of the use of economic laws. 


The specific forms and methods oi management, being based on the general basic 
principles, should always take into account the uniqueness of the given historical 
stage of social development. Only in this case can they actively promote the im- 
provement of production. Here it is important to take into account that the need 
(essence) in social life manifests itself ambiguously. Therefore, the transition 
from the essence to the phenomenon--and the forms and methods of management belong 
to the sphere of phenomena--presumes the consideration of the entire set of factors 
which lead to the alteration and modification of one essence (law) or another. 
Hence one of the most important conclusions, which is based on the generalization 
of historical experience: it is impossible to manage the economy successfully 
without an in-depth and thorough knowledge of objective economic laws, while ig- 
noring the concrete historical conditions of their effect and manifestation. 


[n the work on the improvement of planning and economic stimulation it is necessary 
to reject some specific forms and to change the plan indicators and economic levers, 
which were used in the past. This occurs not at all because the old forms are 

poor in themselves, but because they do not conform to the new conditions. In 
piactice the problem of bringing the specific forms of production relations in line 
with the increased level of development of the productive forces is being solved 
through the improvement of the system and methods of pla..ned management. The im- 
provement of the mechanism of the conscious use of the entire system of economic 
laws of socialism occurs at the same time as this.® 





The changes in the economy are receiving their concentrated expression in the 
policy, which is being elaborated and implemented by the Marxist-Leninist parties 
of the socialist countries. Economic policy is based on the thoroughly scientific 
and comprehensive consideration of the system of objective laws, the level and 
trends of the development of productive forces and social processes and the entire 
set of domestic and international conditions and factors. With allowance made for 
this the lony-range and immediate tasks of the development of the national economy 
are being specified, priorities are being established and the demands on the system 
of planned management are being formulated. 


The improvement of the forms and methods of management should occur in such a way 
that they would conform to the tasks of economic policy and would be as conducive 
as possible to their accomplishment. The more successfully this work is performed, 
the more precisely the system of management reflects the change of objective con- 
ditions and the more completely it ensures the use of the economic laws. 


An important feature of the decree of the CPSU Central Committee ''0n the Further 
Improvement of the Economic Mechanism and the Tasks of Party and State Organs" and 
the decree of the CPSU Central Committee and the USSR Council of Ministers "On 











Improving Planning @ac otrergenening the uniiueuce of the Economic Mechanism on 


increasing Production Efficiency and Work Quality," which were adopted in 1979, is 
the tact that a@ set of coordinated measures on the improvement of planning and the 
increase of che eftectiveness of economic levers and stimuli is specified in them. 


This should be taken into account both in their practical implementation and dur- 
ing their theoretical analysis. The matter does not reduce at all to the replace- 
ment of one plan indicator with another or to the change of the procedure of the 
formation of cost accounting funds. Isolated measures, even those correct in them- 
selves, are not capable in any way of substantially increasing the efficiency of 
planned management. 


fhe comprehensive approach, which is based on the consideration of the system of 
economic laws, consists not only in the fact that an extensive set of problems is 
being worked on simultaneously. The coordination of measures and their genuine 
completeness are achieved only when they are united by a common guideline. The 
Orientation ot the entire system of management toward the achievement of high /end 
national economic results/ [in italics] serves as such a guideline. 


the end national economic results are an important economic category. They include 
two aspects: the degree (or completeness) of the meeting of social needs and the 
etficiency ot the use of manpower, material, natural and financial resources. The 
more developed the economic potential and the scientific and technical potential 
of the country are, the greater the maturity of production relations is and the 
more extensive the opportunities are for the consistent orientation of social pro- 
duction toward the achievement of the end results. 


Planning is the most important link in the system of management of the socialist 


economy. it is alsc the main method of the use of economic laws. In conformity 
with the adopted decrees, planning in the USSR is aimed at the accomplishment of 
social tasks and the acceleration of scientific and technical progress, the arsenal 
ot planning wethods is being enriched and the system of plan indicators is being 
improved. 


The system o! plan indicators has been changed substantially. Indicators, which 
characterize the degree of the meeting of needs: the delivery of products to con- 
sumers in conformity with concluded contracts, the placement into operation of 
production capacities and facilities and product quality, are being used instead of 
gross volume indicators. The indicators of the commodity and sold output are be- 
ing transferred to the category of accounting indicators, while the amount of 
cap’tal investments and construction and installation work is becoming a limit.’ 
Not only the value, but also the physical indicators are being accordingly re- 
organized, so that they would take more completely into account the efficiency, 
quality and other consumer properties of the output. 


in the tive-vear and annual plan the indicator of the volume of the standard net 
output is being approved at all levels of management. Having been included in the 
unified system, this indicator, like any other indicator, is called upon to per- 
form the specific function assigned to it. It should be emphasized that any one 
indicator is not at all capable of solving all problems. For this reason a system 
of them, in which each one performs the specific functions, which are characteris- 
tic only of it, is also needed. The main functions of the indicator of the stand- 
ard net output are the measurement of labor productivity and the determination 
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(ou the basis, of the standards approved in the five-year plan) of the amount of the 
wage tund. tn contrast to the previously used indicator of the sold output, the 
standard net output is not an evaluation and fund-forming indicator. 


Other indicators are called upon to perform this function--the function of evaluat- 
ing the results of economic activity and fund formation. In conformity with the 
decrees named above the evaluation of the results of the economic operations of 

the production associations (enterprises) of industry, as well as their economic 
stimulation should be carried out in accordance with the following indicators: 

the delivery of products to consumers in conformity with concluded contracts; the 
increase of labor productivity; the improvement of product quality; the increase 
of the protit (in some sectors, the decrease of the production cost). 


it is not ditficult to be convinced that precisely these indicators characterize 
the end results of economic activity: the first and third--the degree of the meet- 
ing of social needs; the second and fourth--the efficiency of the use of living 
labor and public resources as a whole. 


Substantial changes are being made by the adopted decrees in the organization of 
cost accounting and the economic levers and stimuli, which are connected with it. 
the new thing here consists in the fact that the further development of cost ac- 
counting will be organized on the basis of the assignments of the five-year plan 
and long-term economic standards. This will make it possible to broaden the hori- 
zons of cost accounting, to integrate it with the system of planning and to aim 
the economic levers at the most efficient use of resources. 


The means of improving financial and credit relations and tools, of increasing 
the scientific soundness and effectiveness of prices and of using advanced forms 
and systems of wages are specified in the set of measures on the improvement of 
the economic mechanism in the USSR. 


It should be pointed out that much preliminary work preceded the adoption of the 
decisions on the improvement of the system and methods of the planned management 
of the Soviet economy. Research and the scientific discussion of the problems of 
increasing the effectiveness of the economic mechanism were actively conducted. 
The most important suggestions underwent preliminary experimental checking. All 
this attests to the thorough scientific soundness and careful consideration of the 
adopted decisions. The main task here, as was emphasized at the 26th CPSU Con- 
gress, is the practical implementation of the outlined measures. 


it should be recalled that the new approaches in planning and economic stimulation 
cannot lead by themselves, automatically to great results. They should be sup- 
plemented by effective organizing and educational work, the strenghtening of dis- 
cipline and responsibility at all levels and the further development of the initia- 
tive of the working masses. At the 26th CPSU Congress it was pointed out that 

"the tasks which lite advances require the development of theory and economic 
science and its approximation of the needs of economic practice. The mobilization 
ot the creative potential of our entire society is necessary. In the center and 
locally, in all the links, in all the units of the national economy the understand- 
ing of arising problems should increase, the available potentials should be iden- 
tified and used better."5 Only in this way is it possible to use effectively the 
system of economic laws of socialism and to master the enormous potentials and ad- 
vantages of mature socialism. 














FOOTNOLES 


1, ‘...V. [. Lenin strictly differentiated the laws of science and the laws of 
the objective world, regarding the former as an approximately correct reflec- 
tion ot the latter. Both the laws of nature and society and the laws of sci- 
ence are of an objective nature, but in a different sense: the laws of the 
objective world in the sense that they exist outside of and independent of the 
consciousness of people, while the laws of science are an objective (more or 
less accurate) reflection of the former in the consciousness of man" (G. Ye. 
Glezerman, ''Zakony obshchestvennogo razvitiya: ikh kharakter i ispol'zovaniye" 
(The Laws of Social Development: Their Nature and Use], Moscow, 1979, p 20). 


-. in analyzing development accuiding to a plan we are basing ourselves on the 
fact that it is not a special, separate relation, which is located near and on 
a level with other production relations as an equal element. It forms one of 
the aspects of the entire system of production relations of socialism and pre- 
cisely as such serves as an object of political economic analysis (see L. I. 
Abalkin, "Khozyaystvennyy mekhanizm razvitogo sotsialisticheskogo obshchestva" 
|The Economic Mechanism of the Mature Socialist Society], Moscow, 1973). 


3. kK. Marx and F. Engels, "Soch." [Works], Vol 46, Part I, p 117. 


4. L. Gatovskiy directed attention to the decisive role of the indicated laws in 
the system of economic laws of socialism, having also added to them the law of 
the conformity of production relations to the constantly increasing level of 
the productive forces. He wrote about the inadmissibility of attributing this 
role only to the main law and the law of planned, proportionate development, 
since in this case it is overlooked that "the objective necessity and possibil- 
ity ot the increase »f the economy of outlays are one of the most important as- 
pects otf the functioning and development of the socialist system of production 
relations and thereby one of the fundamental traits of the entire system of 
its laws'' (see L. M. Gatovskiy, "Ekonomicheskiye zakony i stroitel'stvo kommu- 
nizma (ocherki politicheskoy ekonomii)" [Economic Laws and the Building of 
Communism (Essays on Political Economy)], Moscow, 1970, p 82). 


F. Engels in "Anti-Duhring" wrote: ''Knowledge alone... is insufficient to 
subordinate social forces to the domination of society. For this first of all 
public /action/ [in italics] is necessary" (K. Marx and F. Engels, "Soch.," 
Vol 20, pp 329-330). 


WwW 
. 


6. The mechanism of the use of the economic laws of socialism includes the con- 
scious activity of people on the scale of social production as a whole and the 
development of the initiative and creativity of labor collectives. This means 
that the elaboration of the indicated problems cannot be limited to a purely 
economic framework, but presumes the study of associated processes: social, 





sociopolitical, legal, ideological and others. How is such a combination to 
be ensured? There are two interconnected means here: first, the creative in- 
clusion in political economic research of the indicated problems (which does 


not change, however, the subject of political economy, which is examined in a 
pure, most abstract form); second, the pooling of the efforts of the representa- 
tives of different but related sciences in the process of studying the forms 

and methods of the most complete and eificient use of economic laws. The 
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latter item is especially important, since under present conditions the great- 
est success can be achieved, as a rule, in the case of the joint study of 
complex problems which are located at the meeting point of different sciences. 


“ 
. 


in the system of plan indicators one should distinguish accounting and approved 
indicators, while among the latter--the assignments which establish one amount 
or another of the production of output, the growth rate; the limits which 
establish the maximum permissible amount of resources being enlisted (the 

limit of capital investments, the limit of the number of workers and employees); 
finally, the standards which envisage the increase of wages or the economic 
stimulation funds subject to the achievement of certain results or others. 


8. "Material XXVI s''yezda KPSS" [Materials of the 26th CPSU Congress], Moscow, 
1981, p 5l. 
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ECONOMIC POLICY, ORGANIZATION AND MANAGEMENT 


ECONOMIC THOUGHT IN THE AREA OF SOVIET FINANCE 


Moscow VESTNIK MOSKOVSKOGO UNIVERSITETA in Russian No 3, May-Jun 82 (manuscript 
received 15 May 80) pp 74-78 


[Article by |’. S. Massarygin: "The Development of Economic Thought in the Area 
of Soviet Finance" ] 


{Text} The methodological foundations of the science of socialist finance were 
laid by the classics of Marxism-Leninism.! Soviet economists, however, did not 
immediately embark on the path of the Marxist interpretation of socialist finance. 
The development of economic thought in the area of finance moved from the clarifi- 
cation of the phenomenon (the object of science) to the establishment of the es- 
sence (subject) of socialist finance. On this path the one-sidedness and incon- 
sistency of the various points of view had to be overcome. The task of determin- 
ing the object of the science of finance proved to be difficult. Soviet scholars 
advanced as the object of finance monetary resources (assets), natural resources, 
income and accumulation, revenues and expenditures and monetary funds. 


The interpretation of the object of finance as monetary resources clearly suf- 
fered from empiricalness and therefore did not solve the posed problem. Of course, 
without money and monetary assets there can be no finances. Finances in everyday 
practice in reality appear as monetary resources. And all the same, as the analy- 
sis of reality shows, neither money in itself nor monetary assets constitutes at 
all the object of the science of socialist finance. They are only an objective 
prerequisite of the functioning of finances. Facts, in particular, attest to 
this. It is well known that, on the one hand, money and the money turnover con- 
stitute the object of the economic activ: ty of a bank, but meanwhile the latter is 
not at all a financial institution. On the other hand, the activity of financial 
organs does not directly include operations on the money turnover. The indicated 
interpretation of the object of finance, in essence, places an equal sign between 
monetary assets and finances. This, of course, contradicts the obvious fact that 
money and monetary assets, on the one hand, and finances, on the other, constitute 
two different economic categories. 


The opinion was advanced that the monetary form of financial resources does not ex- 
haust them completely, ? that along with it natural resources also act as financial 


resources. in this case an allusion was made to the physical nature of the re- 
sources of the slave-owning and feudal states, as well as to the taxes and loans in 
kind, which existed at one time in the USSR. As all the subsequent development of 
the science of finance showed, this point of view suffered from a certain 














inconsistency. Soviet economists demonstrated that finances are an economic value 
category and that natural resources in accordance with their purpose can replace 
financial resources, but from this they do not at all become financial resources.4 


In the science of finance the point of view that its object is income and accumu- 
lations is most widely represented. 2 However, this point of view illegitimately 
narrows the object of the science of socialist finance and therefore suffers from 
one-sidedness. In practice financial organs accumulate nct only income and accumu- 
lations. The financial resources, which express the movement of the the reimburse- 
ment fund (amortization funds, the funds of working capital), as well as the re- 
sources, which express the distribution of a certain portion of the national wealth 
of the country, enter the sphere of their activity. All such resources, of course, 
are neither monetary income nor accumulations. 


The interpretation of the object of finance as the revenues and expenditures of 
various economic organizations and institutions also became widespread. © Meanwhile 
this point o! view, in our opinion, also suffers from one-sidedness and inconsis- 
tency. First, 'revenues" as such are an independent economic category, which is 
connected only with the distribution of the national income, while financial re- 
sources have a bearing on both the national income and the gross national product 
and public wealth of the country. Second, "expenditures" are a more complex cate- 
gory than the use ot financial resources. Both the distribution of assets (the 

use of financial resources) and their direct spending in acts of buying and selling 
are their content. The laiter (M-C and C-M) goes beyond the social phenomenon 
which constitutes the object of socialist finance and expresses another area of 
public activity--circulation. 


The turther studies of economists in the area of finance showed that its real ob- 
ject is specific monetary funds. The latter are clearly detached (with respect 
to the individual funds) monetary assets with a specific purpose. / The financial 
resources of the corresponding links of the national economy are the sources of 
their formation and the funds themselves (which integrate them).8 These resources 
(financial funds) also constitute the social phenomenon, with which, as V. lI. 
Lenin expressed it, it is necessary to begin lively contemplation, while it is 
necessary to shift from it to abstract thinking and then to practice.? 


The task of determining the essence (subject) of socialist finance proved to be 
even more ditficult. At first glance everything seems simple. Inasmuch as spe- 
cific monetary funds act as the object of finance, the intrinsic content of these 
funds, that is, the specific economic (monetary) relations, which are connected 
with its functioning, should become its subject. And if political economic rela- 
tions as a whole are the relations of people with regard to things, financial re- 
lations, being one of the forms of their manifestation, are the relations of 
people with regard to the formation and use of monetary-financial funds. The 
latter, thus, act as "physical vehicles" of financial relations. Consequently, 
the subject of finance is the economic relations, which are hidden under the sur- 
face of a phenomenon (financial resources), with respect to the formation of spe- 
citic special-purpose funds of monetary assets. 


However, such an interpretation of the subject of finance, although basically cor- 
rect, at the same time is too general. And like any general definition it does 
not reveal the specific forms of the movement of the economic category. Such 








questions, in pare .Curas, as the principles, on the basis of which this category 
funetions, and the nature of its involvement in the reproduction process remain 
unclear. 


Ihe Cheoretical studies of these problems gave rise to two basic conceptions--the 
distributive and the reproductive. V. P. D'yachenko, the author of the distribu- 
tive conception, 1 in defining the nature of Soviet finance, qualified it as a 
distributive economic category. Not being theoretically sound enough, this con- 
ception was vulnerable from two sides. It, first, was based only on the sole 
principle of the free transfer of assets from subject to subject, as a result of 
which it simply was not "imposed" on sectorial finance, in which this principle is 
inapplicable, and, second, limited finance only to the distributive phase of the 
reproduction cycle, without finding a proper explanation to the obvious fact that 
finance in one way or another "permeates" all the phases of this cycle. 


the indicated "contradictions" of the distributive conception also served as the 
cause ot the emergence of an alternative--the reproductive--conception of the es- 
sence of finance. Its cepresentatives! advanced the following main postulates: 


tinance is based both on the principle of the free transfer of assets and on the 
principle of the free transfer of assets from subject to subject; it is fundamen- 
tally included in all the phases of the reproduction cycle, and, thus, is not a 
distributive, but a mediating (that is, reproductive) category. 


As all the subsequent analysis of the history of Soviet finance showed, these 
postulates did not eliminate at all the contradictions of the redistributive con- 
ception, they signified only an illegitimately broad interpretation of the essence 
of tinance. Gradually developing the theory of finance, the advocates of the dis- 
tributive conception »sdvanced two new postulates. 


The first consists in the fact that distributive financial relations are based on 
the principle of the free transfer of assets (budgetary and intradepartment rela- 
tions) and on the principle of the internal economic special-purpose distribution 
of assets!3 (the formation and use of funds: amortization, the financing of capi- 
tal investments, wages and economic stimulation, reserve and other special-purpose 
funds). Both the former and the latter principles are in keeping with the Marxist 
methodology of the distribution of the gross national product. 4 Such a scientific 
development of the principles of socialist finance marked an important step in the 
development of its theory. It first of all made it possible to separate finances 
from all other distributive categories (the price, the wage, trade and material and 
technical supply, credit), which are based on different principles of the distribu- 
tion of the national income and the national product. Moreover, this scientific 
development made it possible to overcome the previous limitation of finance (to 

the framework of only state finance) and to extend financial relations also to the 
sphere of physical production. 


ihe second postulate during the development of the theory of finance showed that 
finance in one way or another permeates all the phases of the reproductive cycle. 
However, this oecurs in different ways: direct permeation in the distributive 
phase of the cycle and indirect perme?tion in all its other phases. As a whole 
finances merely serve the circulation of public productive capital insofar as they 
provide it with monetary assets by the formation of special financial funds. 
Money, not finances, mediates this circulation. The latter in all cases (in all 
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the phases o! the cycle) act only as a specific distributive tool.4? It is neces- 
sary always to remember this essential difference, in order not to lump together 
finances and money, 16 


The comprehensive analysis of the essence of finance also faced economists with the 
question of the interrelationship of finance and law, the relationship of finance 
to the base and the superstructure. When elaborating these problems the inconsis- 
tency in the initial opinions of some authors was also overcome. In particular, it 
was proven that there is no need to advance as a specific trait of the essence of 
tinance its state regulation. Although legal norms act as a definite objective 
force, the specific nature of finance is not at all manifested in this. First, 
this "specific nature" is also characteristic to no less an extent of many other 
economic categories (prices, wages, credit); second (and this is the main thing), 
the state regulation of financial relations is only an expression of the objective- 
ly existing cconomic needs of society. Here "the point of view of the lawmaker," 
K. Marx indicated, "is the point of view of necessity."!/ 


The claritication of the problem of the interrelationship of finance and law in it- 
self made it possible also to overcome another inconsistency in the interpretation 
of the essence of finance. It was acknowledged that finance cannot be simultane- 
ously both a basic and a superstructural category. "The finance of socialism ex- 
presses y- relations of the economic base, the system of socialist production re- 
lations." 


As a result of the indicated theoretical developments the distributive conception 
was transtormed into an integral field of the scientific knowledge of socialist 
finance and became the dominant conception. 


The interpretation of the subject of finance by the authors of the reproductive 
conception is connected with the unusual understanding by them of distributive re- 
lations. The latter, in their opinion, include in addition to the relations, 
which originate in the distributive phase of the cycle, also both the relations of 
exchange and the relations which arise from credit operations. Here the authors 

of this conception cite the well-known statement of K. Marx concerning the fact 
that "exchange distributes again what has already been distributed."19 Therefore 
they automatically include the money relations which arise in exchange (M-C and 
C-M) in the subject of finance. Meanwhile the statement of K. Marx in this case 
emphasizes the interdependence of the two phases of the reproduction cycle, and not 
their unification. Moreover, K. Marx specially noted in this regard: "...confu- 
sion resilts when the phenomena of circulation... are lumped together with the dis- 
tribution of a product, which is merely mediated by such phenomena of circulation, "20 


this remark of K. Marx also makes it possible to reveal another methodelogical error 
of the advocates of the conception in question. By including exchange (in the 

sense of the real spending of money: M-C and C-M) in distribution, its authors are 
thereby including in distribution a sphere of the economy (circulation), without 
pointing out in this case the differences between the phase of the reproduction 
cycle and the sphere of public activity. 


With regard to the inclusion of credit in the content of socialist finance! it is 
necessary to make the following remarks. The common nature of finances and credit 
is manifested, first, in the fact that both the former and the latter appear 








"materially" in the form of specific monetary funds; second, all these fund have a 
single purpose--to meet the planned need of the national economy for monetary as- 
sets; third, the indicated funds under certain conditions replace each other (as, 
tor example, the tinancing of capital investments is replaced by the extension of 
credit for them). Precisely this similarity of theirs also gives some economists a 
pretext for the combination of finances and credit in a single field of scientific 
knowledge--socialist finance, and in practice for the inclusion of credit in fi- 
nuances. Meanwhile the analysis of the content of these two categories shows that 
there are no grounds for such a unification. The point is that when describing 
specific economic categories it is not the similarity (that is, the common traits), 
but the particular, distinctive properties, which determine their essence and con- 
tent, that act as the decisive factor. In particular, the principles used by fi- 
nance (gratutity, the internal economic separation of assets into funds) are not 
suitable for credit relations, and, on the contrary, the principles of credit 
(recoverability, the requirement of payment) cannot be applicable to finance. 
Hence also their following properties: financial resources are formed by means of 
the assets which are completely released from circulation, credit resources are 
formed by meins of the assets which are temporarily released from circulation; fi- 
nances act directly in the distributive phase of the reproduction cycle, credit 
acts primarily in the phase of exchange (commodity and money circulation). Al- 
though finances and credit from the point of view of their general description are 
to a certain extent similar, at the same time they are relatively independent eco- 
nomic categories, which function on the basis of different principles, with a dif- 
ferent social purpose. 


Soviet economic science is faced with the tasks of the further elaboration of the 
theory and the practical use of finance for the purpose of its more active influ- 
ence on the efficiency of social production. 


FOOTNOTES 


1. See K. Marx, "The Critique of the Gotha Program," K. Marx and F. Engels, 
"Soch." [Works], Vol 19; V. I. Lenin, "The State and Revolution," "Poln. sobr. 
soch."' [Complete Works], Vol 33; V. I. Lenin, "The Immediate Tasks of the 
Soviet Regime," "Poln. sobr. soch.,'' Vol 36, and others. 


See A. M. Aleksandrov, "Finansy i kredit. Uchebn>oye posobiye" [Finance and 
Credit. A Textbook], Moscow, 1948, p 38; "Entsik-opedicheskiy slovar' v 3-kh 
t."" [An Ineyclopedic Dictionary in 3 Volumes], Vol 3, Moscow, 1955, p 514, 
and others. 


}. "“Finansy SSSR. Uchebnik'"" [USSR Finance. A Textbook], edited by I. D. Zlobin, 
Moscow, |971, p 6. 


1. See D. A. Allakhverdyan, "Finansovo-kreditnyy mekhanizm razvitogo sotsializma" 
[The Financial-Credit Mechanism of Mature Socialism], Moscow, 1976, p 108; 
LE. A. Voznesenskiy, "Diskussionnyye voprosy sotsialisticheskikh finansov" 
[Debatable Questions of Socialist Finance], Leningrad, 1969, p 42; "Voprosy 
teorii finansov" [Problems of the Theory of Finance], Moscow, 1957, p 46. 
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5. See, tor example, "Voprosy teorii finansov," pp 57, 68 ff. 


6. See, tor example, G. M. Tochil'nikov, "Sotsiaiisticheskiye finansy" [Socialist 
Finance], Moscow, 1974, p 101. 


/. "Finansy SSSR. Uchebnik" [USSR Finance. A Textbook], edited by M. K. Shermenev, 
Moscow, 1977, p 13. 


8. Financial resources are only special-purpose monetary resources, which have 
been separated into funds. The monetary expression of material resources does 
not make them financial resources. See also on this E. A. Voznesenkiy, "Dis- 
kutsionnyye voprosy teorii sotsialisticheskikh finansov," p 26. 





9, See V. |. Lenin, "Poln. sobr. soch.,'" Vol 29, pp 152-153. 


lO. ‘The term is being used for the purpose of the clarification of these funds 
and their distinction from money-credit funds. 


ll. "Voprosy teorii finansy" [Problems of the Theory of Finance]. 

12. See A. Gokiyeli, "Some Problems of the Theory of Soviet Finance,'’ TRUDY TBILIS- 
SKOGO GOSUDARSTVENNOGO UNIVERSITETA, Vol 65, Tbilisi, 1957; A. M. Aleksandrov, 
"Finansy v sotsialisticheskom vosproizvodstve" [Finances in Socialist Repro- 
duction|, Moscow, 1959. 


13. ''Finansy SSSR,'' Moscow, 1977, p 18. 


14, See K. Marx, "The Critique of the Gotha Program," K. Marx and F. Engels, 
"Soch.," Vol 19. 


15. "Finansy SSSR," p 26. 


lo. Also sec on this A. M. Birman, "Ocherki teorii sovetskikh finansov'"' [Essays 
on the 'heory of Soviet Finance], Moscow, 1968, pp 105-106. 


17. K. Marx and F. Engels, "Soch.," Vol 1, p 164. 


I8. D. A. Allakhverdyan, "Finansovo-kreditnyy mekhanizm razvitogo sotsializma," 
p 105. 


19. K. Marx and F. Engels, "Soch.," Vol 12, p 715. 
20. K. Marx and F. Engels, 'Soch.," Vol 24, pp 552-553. 


21. Frequently credit relations are included only in the financial system, but 
hence it follows that they should also be included in some manner or another 
in the content of financial science. 
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INVESTMENT, PRICES, BUDGET AND FINANCE 


FUNCTION-COST ANALYSIS DETAILED 
Moscow EKONOMICHESK,’ YA GAZETA in Russian No 28, Jul 82 p 19 


[Standard procedure adopted by the State Committee for Science and Technology 
on 29 June 1982: "Basic Principles of the Method of Conducting Function-Cost 
Analysis" ] 


[Text] The present Basic Principles ... define the content and procedure for 
performing operations in conducting FSA [function-cost analysis or value engi- 
neering]. 


Function-cost analysis is conducted in order to attain high final results for 
the national economy, to speed up the application of scientific-technical ad- 
vances, to optimalize resource use, to tighten the economy regime and to elim- 
inate losses in the national economy. 


The Basic Principles ... are intended for use in the sectors of the economy by 
personnel of ministries and departments, scientific research, design, project 
planning, design and process engineering organizations, scientific-production 
(and production) associations and enterprises engaged in developing new things 
and improving existing ones. On the basis of these principles ministries and 
departments are drafting and approving normative materials that concretize the 
method of conducting FSA so as to take into account the peculiarities of the 
respective sectors. 


1. General Principles 


il. Function-cost analysis (FSA) is a method of systems research (of a prod- 
uct, process or structure) aimed at increasing the efficiency of utilization 
of physical] and labor resources. 


--* 


is attained thereby through optimization of the relationship between the per- 
formance characteristics of the subject of analysis and the costs of its de- 
velopment, production, or use, and it is achieved as follows: 


2 Increasing the efficiency of utilization of physical and labor resources 


i. in the stage of developing the subject of analysis--by preventing the oc- 
currence of functionally superfluous costs; 
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ii. in the stages of production and use of the subject of analysis--by reduc- 
ing (precluding) unjustified costs and losses. 


3. Costs per unit of the useful benefit are reduced as follows: 


i. by reducing costs and at the same time increasing performance characteris- 
tics; 


ii. by improving quality at the same cost level; 
iii. by reducing costs and preserving the level of quality; 


iv. by reducing costs involving a justified reduction of the technical param- 
eters to their functionally necessary level. 


In certain cases it is possible to improve quality involving a certain econon- 
ically justified increase of costs. 


4. The most important principles of FSA ire as follows: 
i. the functional approach, which presupposes examination of the functions of 
the subject of analysis and of its elements in order to satisfy the given re- 


quirements to the fullest and to ensure effective ways of accomplishing them; 


ii. the national economic approach to evaluation of performance characteris- 
tics and costs of developing, producing and using the subject of analysis; 


fii. the systems approach, which signifies examination of the subject of 
analysis as an element of a system of higher order and as a system consisting 
of interconnected elements; 


iv. the principle of correspondence of the usefulness of the functions to the 
costs of accomplishing them; 


v. the principle of collective creativity, which calls for using the methods 
of exploration and formation of technical solutions and also the methods of 
qualitative and quantitative assessment of alternative solutions. 


5. The tasks performed with the help of FSA are as follows: 


i. attainment of the best relationship between the use value of the subject 
of analysis and the costs of developing it; 


ii. reduction of the production cost of a product being manufactured and im- 
provement of its quality; 


iii. reduction of operating and shipping costs; 


iv. reduction of materials intensiveness, labor intensiveness, power inten- 
siveness and capital intensiveness of the subject of analysis; 
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v. increase of labor productivity; 

vi. substitution of scarce, expensive and imported materials; 

vii. reduction or elimination of rejects; 

viii. elimination of "bottlenecks" and disproportions. 

6. The results of FSA are used by management entities at various levels in 
planning, tinancing, setting norms, drafting standards and setting prices in 
order to ensure a full-fledged rise in production efficiency. 


2. Stages in Conducting FSA and Their Contents 


7. FSA includes the following stages: preparatory, information, analytical, 
creative, research, recommendations and the stage of application. 


8. The followin: operations are performed in the preparatory stage: 


i. selection of the subject of analysis with the relevant technical and eco- 
nomic substantiation; 


ii. definition of specific tasks in conducting FSA; 
iii. compilation of a work plan for conducting FSA; 


iv. the drafting of a decision on conducting FSA in the form of an order ap- 
proving the work plan, including the deadlines of specific operations, the 
makeup of those who are to perform the operations, sources from which costs 
are to be covered, and also inclusion of FSA developments in the organiza- 
tion's R&D plan and the plan for increasing the enterprise's production effi- 
ciency. 


9. In the information stage the following operations are performed: 


i. preparation, collection and sorting of information on the subject of FSA 
and its analogs; 


{i. study of the subject of analysis and its analogs (on the basis of equip- 
ment passports, blueprints, instructions, test reports, technical specifica- 


tions, GOST's [state standards], and so on); 


iii. composing a structural model of the subject of analysis to reveal the 
interrelationships of its elements; 


iv. study of the technology of creating the subject of analysis; 
v. research into the conditions of its application (operation) ; 


vi. analysis of patent information and innovative proposals related to iu- 
provement of the subject of analysis; 














vii. determination of costs and the cost structure in the stages of develop- 
ing, producing and using the subject of FSA. 


lO. In the analytical stage the following operations are performed: 

i. statement of all the possible functions of the subject of analysis and of 
its elements (the statement must be brief and as a rule based on concepts 
which have dimensionality, on the order of "converts energy," "guarantees ac- 
curacy"); 

ii. grouping related functions; 

fii. building a functional model of the subject of analysis; 

iv. assessment of the relative weights of the functions by expert evaluation; 
v. building a combined (function-structure) model of the subject of analysis; 
vi. assessment of the costs involved in performance of the functions in rela- 


tion to the respective physical embodiments of those functions;* [original's 
footnote apparently omitted in reprint--translator's note] 





vii. construction of a function-cost diagram of the subject of analysis; 
viii. comparative analysis of the weights of the functions and the costs of 
their performance in order to discover zones (parts) of the subject of analy- 
sis with unjustifiably high costs; 

ix. conduct of differentiated analysis for each of the functional zones of 
the subject of analysis according to the scheme given above for performing 


operations in the anaiytical stage; 


x. statement of the tasks in improving the subject of analysis for subsequent 
stages of FSA. 


ll. The following operations are perforned in the creative stage: 

i. drafting of proposals to improve the subject of analysis; 

ii. analysis and preliminary selection of proposals to be carried out; 
iii. systematization of the proposals by functions; 

iv. the drawing up of versions of the subject of analysis. 

12. The following operations are performed in the research stage: 


i. preliminary assessment of the alternative proposals advanced in order to 
eliminate those which are unfeasible; 
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ii. preparation of sketches of the versions chosen with the necessary calcu- 
lations; 


iii. examination of the alternative versions together with specialists of in- 
terested services; 


iv. discussion of the conclusions of the specialists and interdisciplinary 
technical and economic assessment of the versions with respect to the crite- 
rion of minimum imputed costs so as to take into account the level of perfor- 
mance of the functions of the subject of analysis; 


v. selection of the most optimum alternative versions of the proposals for 
examination in the next stage; 


vi. the building of mockups and experimental prototypes (if necessary). 
13. The following operations are performed in the recommendations stage: 


i. expert evaluation by the respective services of the proposals selected in 
the previous stage; 


ii. examination of the conclusions of the services by supervisory bodies for 
FSA and adoption of a final decision; 


iii. discussion and drafting of recommendations based on the results of con- 
ducting FSA containing the essence of the proposal, sketches, solutions for 
the subject of analysis and/or a brief description of the process, and techni- 
cal and economic calculations; 


iv. preparation of a draft schedule-plan for application of the recommenda- 
tions. 


14. The following operations are performed in the stage of applying the re- 
sults of FSA: 


i. approval by the leadership of the ministry, department, association, en- 
terprise or organization of the schedule-plan for application of the recommen- 
dations as an integral part of the plan for improvement of production effi- 
ciency; 


ii. the drafting of scientific-technical and project planning documentation 
related to changing the subject of analysis as a result of conducting FSA and 
the clearing of these changes with clients and holders of the originals of the 
documentation; 


iii. preparation and organization of production in accordance with GOST 
15.001-73; 


iv. assessment of the actual economic efficiency of applying the results of 
FSA. 
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15. Peculiarities of using FSA in the planning of new projects: 


i. adjusting the stages of FSA to the stages of project planning in confor- 
mity with COST 2.103-68 and also the procedure in effect for developing prod- 
ucts and putting them into production set forth in GOST 15.001-73; 





ii. essential transformation of the subject of analysis not in individual 
functional zones, but as a whole; 


iii. preliminary construction of a "tree of objectives" in designing the sub- 
ject of analysis for purposes of stating the functions, determining the limits 
and the costs and building a functional model; 


iv. the need to adhere to the established cost limits assigned to the func- 
tions on the basis of their importance to consumers; 


v. changing the sequence in building models of the subject of analysis: 
first the functional model is built and then the structural model; 


vi. merging the operations of the information stage of FSA with the prelimi- 
nary stage of R&D work; 


vii. multiple repetition of certain stages of the analytical, creative and 
research stages with differing level of detail. 


3. Organization of Work on FSA 


16. The organization of work on FSA consists of a set of interrelated meas- 
ures aimed at creating the necessary conditions for introduction and use of 
the FSA method. 


The following are advisable so that work can be done on FSA: 


i. formation of FSA services integrated with existing bodies and services for 
management, organization and preparation of production; 


ii. preparation for introduction of the method, popularization of its capa- 
bilities for increasing production efficiency, training managers at all lev- 
els and personnel of the principal functional services concerning the basic 
elements of the method; preparation of specialists who have mastered the pro- 
cedures and peculiarities of the method; 


iii. methods support of work on FSA in the form of the following normative 
documents: instructions, principles, standards, and methods of conducting FSA 
in the various spheres of its application; 


iv. creation of economic conditions for conducting work on FSA and applica- 
tion of FSA recommendations implemented through planning, financing and incen- 
tives. 








The actual conduct of FSA of specific subjects of analysis presupposes gradual 
transition from use of this method to solve individual partial problems facing 
a particular economic unit to its application as the main instrument for man- 
aging cost levels and the quality of physical products or processes (ob"yekty) 
in all stages of their life cycle. 


17. The following might be created for methods supervision of work on FSA: 
within the sector--a coordinating council for FSA in the ministry; in the sub- 
sector--a council on FSA of the all-union industrial association (main produc- 
tion administration); in the production or scientific-production association, 
in the enterprise, or in a scientific organization--a commission for FSA. 


As a rule the councils and commissions are headed by the heads of the respec- 
tive economic units or their deputies responsible for matters concerning sci- 
entific and technical progress. It is best for them to include representa- 
tives of the principal functional services and production subdivisions as well 
as specialists in FSA and those organizing work on FSA. 


18, The organization of work on FSA might be assigned to the following: at 
the level of a sector--to a specialized subdivision (division, sector or labo- 
ratory) of the sectorwide scientific research institute which is the head in- 
stitute for FSA; on the scale of the all-union (republic) industrial associa- 
tion (main administration) to an FSA laboratory (team) of the scientific re- 
search institute of the subsector which is the main one for FSA; within the 
framework of the production (scientific-production) association, enterprise or 
organization--to FSA subdivisions or engineers organizing the FSA of the asso- 
ciation, enterprise or organization. 


19. The ministry's coordinating council for FSA drafts plans of measures to 
organize and develop work on FSA witnin the sector; it follows accomplishment 
of the transition of all-union (republic) industrial associations (main pro- 
duction administrations) to the mood of operation in which the FSA method is 
used as part of the system; it coordinates the activity of all entities in the 
sector in organizing, conducting and applying the results of FSA work. 


20. The council of the all-union (republic) industrial association (main pro- 
duction administration) for FSA examines the drafts of the summary schedule- 
plans for conduct of FSA for the list of products assigned to the association 
(aain administration) and submits its conclusions concerning it to the top 
management of the association (main administration) and also performs func- 
tions analogous to those indicated under Point 18 within the subsector. 


21. The commission for FSA of the production (scientific-—production) associa- 
tion, enterprise or organization has the foliowing functions: 


i. examines the proposals of the staff services of the association, enter- 
prise or organization for performance of FSA of specific subjects of analysis 
and coordinates their activity; 


ii. organizes application of recommendations of FSA through the efforts of 
those staff services, divisions and subdivisions ordered to carry them out. 








22. The subdivision for FSA of the sectorwide scientific research institute 
which is the main one for FSA performs the following functions: 


i. prepares recommendations for organizing, planning and financing work on 
FSA in the sector; 


ii. organizes the drafting and approval of normative documents concerning FSA; 


1ii. furnishes methods supervision to the head scientific research institutes 
of subsectors concerning FSA; 


iv. summarizes and disseminates progressive know-how in organizing, conduct- 
ing and applying FSA in the sector; 


v. analyzes progress in performance of work on FSA in all-union (republic) 
industrial associations (main production administrations) and submits the nec- 
essary information to the coordinating council of the ministry for FSA. 


23. The subdivision for FSA of the subsector's main scientific research in- 
stitute for FSA performs the following functions: 


i. drafts and submits to the council for FSA of the all-union (republic) as- 
sociation (main production administration) drafts of a plan for overall orga- 
nization of work on FSA and summary schedule-plans for conducting FSA and ap- 
plying its results at enterprises and organizations of the subsector in the 
5-year period and the upcoming planning year; 


ii. analyzes progress in fulfillment of the plans which have been approved 
and communicates the necessary information on this to the subsector council 
for FSA; 


iii. furnishes methods supervision over work on FSA in the subsector; 


iv. summarizes and popularizes progressive know-how in conducting FSA and 
application of its results in the subsector; 


v. conducts or participates in the conduct of FSA of specific subjects of 
analysis tor the products list which has been assigned and organizes applica- 


tion of the recommendations adopted. 


24, The subdivision for FSA (or engineer organizing FSA) of the association, 
enterprise or organization performs the following functions: 


i. prepares recommendations on the conduct of FSA of individual subjects of 
analysis so that they might be included in summary schedule-plans; 


ii. organizes the conduct of FSA of approved subjects of analysis; 


iii. participates in conduct of these analyses and supervises their perfor- 
mance}; 





iv. takes part in drafting the plan for application of the recommendations 
based on the results of FSA and follows up on fulfillment of those plans; 


v. popularizes use of the FSA method, trains personnel of associations (en- 
terprises, organizations) in the methods of organizing and conducting work on 
FSA. 


25. The actual conduct of FSA of individual subjects of analysis is done by 
product and process developers who have mastered the FSA method or research 
teams created by order of the heads of organizations (enterprises, associa- 
tions) from among competent personnel of engineering and economic services, as 
well as representatives of suppliers, consumers, scientific organizations, 
specialists in FSA (representatives of FSA subdivisions).... 


27. The costs of work on FSA are charged to production costs or are financed 

with the resources of the unified fund for development of science and technol- 
ogy (state budget), and insofar as new prototypes are built and measures per- 

formed requiring outlays of a capital nature--they are charged to capital in- 

vestments. 


28. Incentives for performance of FSA are created with resources of the mate- 
rial incentive fund of the association, enterprise or organization. 
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INVESTMENT, PRICES, BUDGET AND FINANCE 


NET NORMATIVE OUTPUT BASIS OF PRICE FORMATION 
Adjustments 
Moscow EKONOMICHESKAYA GAZETA in Russian No 16, Apr 82 p 16 


[Procedure approved by the USSR State Committee for Prices and USSR Gosplan on 
1l December 1981: "Procedure for Adjustment of Net Output Norms To Accommo- 
date Changes in Conditions of Industrial Cooperation and for Reflecting These 
Adjustments in Plans and Reports"] 


[Text] In response to requests which have come in USSR Goskomtsen [State Com- 
mittee for Prices] and USSR Gosplan, in agreement with the USSR Central Sta- 
tistical Administration, hereby announce the procedure for adjustment of net 
output norms when in individual production associations (enterprises) there 
are changes in the conditions of industrial cooperation from those taken into 
account in setting the prices and the net output norms. 


1. Conditions of industrial cooperation as of 1 January 1981 were taken into 
account in the net output norms (NChP) which took effect on 1 January 1982. 


In cases when the conditions of industrial cooperation have changed from those 
taken into account in setting the NChP, adjustment shall be made in the net 
output norms in accordance with Point 18 of the Methodological Guidelines of 
USSR Gosplan, USSR Goskomtsen, USSR Minfin [Ministry of Finance], and USSR 
Goskomtrud [State Committee for Labor and Social Problems], adopted 12 Septem- 
ber 1979 and designated No NR-18-D, on procedure for working out the net out- 
put (normative) indicator and using it in planning. 


2. Should there be a change in the conditions of industrial cooperation by 
comparison to its level taken into account in setting the net output norms, 
manufacturers shall establish reductions (supplements) to the approved norms 
of the ministry (department) in the proportion of the net output norms duly 
approved for assemblies, parts, semifinished products and components which are 
being passed on for manufacturing by other production associations (enter- 
prises) or which they intend to manufacture themselves. Should the basic and 
supplemental price lists not state norms for the assemblies, parts, semifin- 
ished products and components, production associations (enterprises) shall 
submit those norms for approval in accordance with established procedure. 
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3. If the change in conditions of industrial cooperation from those taken 
into account in setting the net output norms brings about a change in the 
norms of more than 25 percent, those norms must be reviewed by the bodies set- 
ting prices. 


Ministries, departments or production associations and enterprises (in accor- 
dance with the respective rights granted them) which have submitted material 
to entities setting prices for approval of net output norms must submit pro- 
posals to those bodies for adjustment of the norms in accordance with the ma- 
terial submitted, 


4. The net output norms both on products included in the main and supplemen- 
tal price lists which took effect on 1 January 1982 and also on products newly 
put into production shall be changed at the same time when the decision is 
made to change the conditions of industrial cooperation. The amended norms 
shall take effect from the moment the conditions of industrial cooperation are 
changed. 


5. As a rule a change in the conditions of industrial cooperation shall be 
taken into account in drawing up plans. 


When changes occur during the year in the conditions of industrial cooperation 
within a ministry: 


a) ministries (departments) may in the necessary cases make relevant changes 
in plans of production associations (enterprises) concerning the volume of net 
output (normative), including adjustment of planning figures calculated on the 
basis of net output (normative); 


b) within ministries (departments) in which the procedure has been adopted of 
planning and recording individual products evaluated in value terms on the 
basis of the net output norms fulfillment of the plan for production of those 
products in physical terms shall be assessed according to the norms or the 
normative coefficients adopted in the plan. 


When during the year there is a change in interministerial cooperation of a 
ministry, when necessary they may adopt proposals agreed on between themselves 
to alter the plans of ministries and submit them to USSR Gosplan for consent. 


In all cases when the net output norms are adjusted during the reporting year 
because of a change in industrial cooperation, the figures for the total vol- 
ume of net output (normative) for the preceding year shall not be subject to 
conversion, 


6. Directors, deputy directors for economic affairs (chief economists), 
chiefs of planning divisions, chief (senior) bookkeepers of production asso- 
ciations (enterprises) shall be accountable for correct and punctual submittal 
of materials on adjustment of net output norms related to a change in the con- 
ditions of industrial cooperation. 
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The use of norms which have not been adjusted though the conditions of indus- 
trial cooperation have changed, except for cases indicated under Subpoint b of 
Point 5 of this letter, shall constitute a violation of planning discipline 
and shall be regarded as a distortion or padding in state statistical report- 
ing. 


Should cases be discovered when excessively high net output norms are used 
(that is, norms in which the proper changes were not made when industrial co- 
operation was expanded by virtue of increased deliveries of assemblies, parts, 
semifinished products and components), production associations (enterprises) 
shall duly make the necessary changes in statistical reports on fulfillment of 
planning targets and shall report the changes made to the bodies to which they 
submit the reports. 


Data on plan fulfillment for the volume of net output (normative) shall be re- 
duced by the sum total by which the norms were raised excessively in the re- 
port tor that month in which the excess was established, regardless of when 
the excessive net output norms were applied (in the current or the past year). 


Superior organizations must take up all cases when net output norms are set 
excessively high and take necessary steps to prevent them from being set ex- 
cessively high in the future. 


Bonuses which managers of production associations (enterprises) head bookkeep- 
ers, and chiefs of planning and financial divisions obtained unlawfully by 
hiking up net output norms shall be subject to mandatory confiscation. 


7. As a rule the coefficient K3 shall be taken as stable to the end of the 5- 
year period in the proportions adopted in working out the NChP included in the 
basic and supplemental price lists which took effect as of 1 January 1982 for 

working out net output norms of new products and for adjustment of NChP to ac- 
commodate a change in the conditions of cooperation. 


In certain cases (when new production associations are being created from pre- 
viously independent enterprises, when there is a substantial change in the 
level of overhead for newly built enterprises or for other warranted causes) 
the coefficients K3 may be revised by ministries (departments) in agreement 
with the bodies which set the prices. 


Discrepancies 
Moscow EKONOMICHESKAYA GAZETA in Russian No 20, May 82 p 13 


[Article by I. Germant, deputy director for economic affairs of the Rigasel'- 
mash Plant: "Real and Fictitious Advantages"] 


[Text] The Rigasel'mash Plant was the first within the VPO [All-Union Produc- 
tion Association] Soyuzfermmash [Machinebuilding for Animal Husbandry] to make 
the transition in 1976 to planning and evaluation of performance on the basis 
of normative net output as an experiment. During the last 5-year plan NChP 
[net output norms] were the basis of the cost accounting (khozraschet) of 
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shops and sections in the principal production sector and of totaling up the 
results of soctalist competition. Now the new indicator is being deepened 
further: by the end of this year work-team cost accounting will be organized 


on the basis of this indicator. 


Normative net output, as we know, has come to replace commodity output on be- 
half of a more objective assessment of the dynamic behavior of production vol- 
umes, labor productivity and the output-capital ratio. It is used in planning 
the wage fund and in monitoring its use and in calculations of deductions from 
protic into the unified fund for development of science and technology. Indi- 
cators of the growth of labor productivity and the relative share of products 
in the superior-quality category in the total volume of output, which are com- 
puted on the basis of NChP, are used in calculations of the material incentive 
fund tormed from profit. That is as far as the use of NChP goes. 


But recently one has encountered rather frequently in the economics literature 
articles in which merits are attributed to normative net output with which in 
our view it has nothing to do. It is asserted, for example, that the new in- 
dicator promotes fulfillment of the production plan for the entire products 
list and the sales plan taking into account delivery obligations, increasing 
the relative share of products bearing the state Quality Emblem, and reducing 
material costs and inputs of labor resources. 


Our many years of experience allows us to state that NChP, by equalizing the 
profitability of production of different articles, objectively promotes the 

normal course of production, but it still does not guarantee fulfillment of 

the plan for the entire products list. 


In the |Oth Five-Year Plan labor intensiveness of products in the base year, 
1975, and average profit formed in the base year were the basis for calculat- 
ing net output norms. That is how equal profitability of the articles was en- 
sured. For example, in the "old" approach based on gross output it was un- 
profitable to make machines for export, since export supplements to wholesale 
prices represented 22-25 percent, but the labor intensiveness of exported ma- 
chines considerably exceeded the labor intensiveness of analogous machines for 
the domestic market. In determining the level of the net output norms the 
task was not to furnish economic incentives for export production, but to 
equalize the entire products list in the production program from the stand- 
point of forming the volume of production. Any attempts to encourage the 
growth of production of a particular product would violate the process of 
equalization. 


Unfortunately, the people who compiled the new price lists seem apparently to 
have overestimated the incentive role of NChP, thereby violating the equal 
profitability of products. Let us look at the facts. 


In 1982 our plant was manufacturing products on which new net output norms 
were set forth in 10 price lists. The profit in these norms varied from 29.7 
to 77 percent relative to our own costs depending on the price list used. 
Just as with gross output, when we are compiling the technical-industrial- 
financial plan, in calculations of the principal factors which change labor 
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productivity we must now take into account structural shifts in the production 
program, which was not the case in previous years. The difference is that 
when gross output was used the differences in profitability occurred because 
of a differing share of material costs, and now it occurs because of differen- 
tiation of profitability. 


In the new price lists the rates of profitability are differentiated by prod- 
uct groups. The rates adopted for spare parts (in order to encourage expan- 
sion of their manufacture) are between 1.5 and 2 times higher than for the 
rest of the sector's prcducts. Is this the way it should be? 


At our plant spare parts are at the same time parts and assemblies of machines 
now being manufactured, and the higher net output norms on spare parts only 
distort the real dynamic behavior of the volume of production and result in a 
juggling of the product mix. Special bonuses are awarded in order to provide 
a material incentive for prompt production and delivery of spare parts; when 
there are shortages, the new Instruction on Procedure for Taking Into Account 
Fulfillment of Obligations for Product Deliveries in Awarding Bonuses to Su- 
pervisory Personnel, Engineering and Technical Personnel and Employees has be- 
come a reliable economic instrument, 


Differentiation of profitability in calculation of the net output norms has 
led to a situation where the volumes of output are substantially greater for 
replacement parts for agricultural machines than they are for consumer goods, 
though the labor intensiveness is the same. There is no need to argue the im- 
portance of expanding the production of durable consumer goods, housewares and 
household chemical products. But by the act of those who compile the price 
lists, this has become unprofitable. 


The paradoxes do not end here. If parts and assemblies are delivered under 
cooperative arrangements, then the volume of production should be determined 
according to net output norms listed in the sector price list for coopcrative 
deliveries. Those same parts and assemblies delivered under the spare parts 
plan would be given a considerably higher evaluation. 


The supplements and reductions applicable to net output norms which are pro- 
vided for in the price list are in our opinion fair only in cases related to 
changes in labor intensiveness. For instance, the supplements based on the 
precision and thin wall of casting reflect additional labor input to produce 
workpieces of higher precision. At the same time the deduction for making the 
weight of workpieces higher should apply only to the wholesale prices, and the 
NChP should be freed of punitive functions. 


Of course, in this article I am not calling for the net output norms to be is- 
sued all over again immediately. But as experience is acquired in a number of 
sectors in the context of application of the new indicator, it will apparently 
be necessary to outline ways of improving it. 


It would seem advisable to draft collections of net output norms for work- 
pieces, parts and assemblies like the all-union collections of labor inten- 
siveness norms. NChP can be determined only on the basis of drawings of the 
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article. In this case local production conditions will not have an influence 
on the setting of the NChP. It will become possible to compare production 
volumes of production associations, enterprises, shops, sections and work 
teams. The progressive and lagging collectives will be discovered on the ba- 
sis of objective criteria. 


The first step in this direction has already been taken. Only on the basis of 
blueprints are the NChP determined for the supplemental price book No 25-0l- 
1981/1, entitled "Net Output Norms on Castings, Forgings and Hot Stampings.” 
The collections of NChP for parts and assemblies should figure as a second 
step. 


Followup Discussion 
Moscow EKONOMICHESKAYA GAZETA in Russian No 28, Jul 82 p 17 


[Response to article of I. Germant entitled "Real and Fictitious Advantages" 
by N. Glushkov, chairman of the USSR State Committee for Prices: "On Net Out- 


,) 


put Norms"! 


[Text] USSR Goskomtsen [State Committee for Prices] has taken under careful 
consideration the article entitled "Real and Fictitious Advantages" published 
in No 20 of EKONOMICHESKAYA GAZETA for 1982 and considers it necessary to re- 
port to the paper's readers the following conclusions from an analysis of this 
article. 


The article correctly points out that normative output ensures a more objec- 
tive evaluation of the dynamic behavior of the volume of production, labor 
productivity and wages, as well as the output-capital ratio, and that the 
transition to normative net output as an indicator is conducive to the normal 
course of production, 


Principal attention is paid in the article to the question of equal profit- 
ability of the production of products when the new net output norms are in- 
troduced. When sectorwide net output norms are established at every enter- 
prise, it is inevitable that they differ in their profitability per ruble of 
wages of the given enterprise. This also occurs when wholesale prices are 
used, thouvh there are uniform prices for products of the same kind manufac- 
tured by different enterprises, because of differing costs resulting from un- 
equal production conditions, profitability will again vary considerably from 
product to product. 


The author of the article considers it improper to encourage the growth of 
production of a particular product by means of the NChP [net output norms]. 

In the stage of working out the NChP a departure occurs from equal profit- 
ability because of the influence of the differing profitability rates adopted 
in working out the different price lists. To be specific, for the enterprises 
of Minzhivmash [Ministry of Machinebuilding for Animal Husbandry and Fodder 
Production] higher profitability rates were adopted in order to provide an in- 
centive for replacement parts--77 percent of the production cost after reduc- 
tion of the value of material costs, and for machines used in animal husbandry 
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and todder production, the figure was 69 percent. We should note that high 

rates of profitability for calculating wholesale prices and net output norms 
ot spare parts were established for all machinebuilding enterprises at their 
request, 


This situation has resulted in the highest profitability for the production of 
replacement parts, which indisputably is a constructive fact. For instance, 
in the first quarter of 1982 the Rigasel'mash Plant fulfilled the productior 
plan tor spare parts at a level of 117.3 percent, the plan for machines for 
animal husbandry and fodder production at a level of 100.9 percent, the plan 
for production of consumer goods at a level of 105.8 percent. For the con- 
sumer goods manufactured by the plant (the relative share of these goods in 
the total output is 2.2 percent), LaSSR Goskomtsen established profitability 
rates just as for the other similar goods manufactured by enterprises of vari- 
ous ministries and departments at the level of 43 percent. 


We should note that the differing profitability of the production of particu- 
lar product groups that existed when the net output norms were established, 
though it has been preserved, the fluctuations have been diminished consider- 
ably. 


At the present time USSR Goskomtsen, jointly with USSR Gosplan, is conducting 
a comprehensive analysis of the practical use of sectorwide net output norms 
which are part of the wholesale price. At the same time, as an experiment 
other decisions have also been made to take into account profit in calculating 
the NChP. The USSR Goskomtsen and USSR Gosplan have on an experimental basis 
allowed USSR Minlegprom [Ministry of Light Industry] to apply the same rate of 
profitability (33 percent of the normative value of processing) to all the 
products it manufactures for purposes of calculating the net output norms, 
while for calculating the wholesale prices the profitability rates differ from 
one price list and product group to another. Moreover, the total amount of 
profit taken into account in forming the wholesale prices and net output norms 
is one and the same for the sector as a whole, though on specific products the 
profit is not the same in the price and in the NChP. 


After light industry has made the transition to applying the new indicator in 
its planning, the "initial" uniform profitability of products on the basis of 
NChP and its influence on the performance of the sector will be analyzed fur- 
ther. 


The author calls attention to differences in net output norms for spare parts 
and deliveries under cooperative arrangements. In accordance with the methods 
principles in effect there should not be any such differences. The occurrence 
of such discrepancies which have been discovered in certain cases may be the 
subject of special consideration in price setting agencies. 


The author's proposal that the NChP be set on a product on the basis of draw- 
ings (as is customary for forgings, castings and hot stampings in Price List 
No 25-01), is not acceptable as a practical matter in the opinion of USSR Gos- 
komtsen, since complicated machines and equipment contain a great number of 
different parts and assemblies whose labor intensiveness justifiably varies as 




















a iumetion of the size of the production run, cooperation and other objective 
conditions of production. 


Nor is the author's assertion legitimate to the effect that the NChP indicator 
does not tend to reduce physical and fuel and power resources on the bases ex= 
plained below (but is neutral). First, when the NChP are worked out, profit 
is calculated against the production cost after deduction of material cost 

(or against the wage). Profit is not calculated against the volume of fuel 
and energy and other physical inputs consumed, nor against the volume of ser- 
vices under cooperative arrangements. Consequently, the enterprise does not 
have an economic motivation to hike up these costs. And second, during ful- 
fiilment of the plan an increase in the actual profit is ensured by virtue of 
economy in the use of physical and labor resources, and in that sense the NChP 
in the wholesale price does promote thrift in the use of all types of re- 
sources, inciuding physical resources. 


The author proposes abolishing the reduction from the NChP for increased 
weight of workpieces, since it functions as a penalty. USSR Goskomtsen con- 
siders this proposal incorrect, since the NChP must not encourage an overex- 
penditure of metal. 


Sclentitically sound planning of labor is taking on particular importance as 
the NChP indicator is applied in planning. Unfortunately, there are cases 
when ministries (enterprises) hike up wages and the normative net output cor- 
respondingly in the materials they submit to justify wholesale prices and the 
NChP. For instance, the proposal of the price for a cryogenic helium instal- 
lation (Minkhimmasn (Ministry of Chemical and Petroleum Machinebuilding]) was 
hiked up 2° percent, ond the proposal for he corresponding net output norm 
was hiked up 42 percent. This kind of hiking up of proposals for the price 
and the norm were 29 and 38 percent, respectively, on the Vikhr' Measuring and 
Computing Complex (Minpribor [Ministry of Instrumentmaking, Automation Equip- 
ment and Control Systems}). 


Normative labor intensiveness, determined so as to take into account progres- 
sive technologies and the organization of production, should be the basis for 
working out the net output norms. The soundness of the net output norms de- 
pends on the quality of the quotas, on their obje civity and accuracy. When 
the quotas are set too low, this promotes inefficient use of labor resources 
cad the wave fund and distorts indicators calculated fromthem. That is why the 
transition to planning based on NChP requires that a strict procedure be en- 
forced in setting work quotas. 


At the present time USSR Goskomtsen, jointly with USSR Goskomtrud [State Com- 
mittee for Labor and Social Problems] and USSR Gosplan, is doing work to im- 
prove the planning of the labor intensiveness of production of new products in 


connection with the setting of wholesale prices and NChP. 


Normative net output is being given an important role in objective evaluation 

of the per!tormance of production associations and enterprises. Use of the new 
indicator in planning is having the greatest success in the work of those pro- 
duction co!lectives in which a well-cconsidered effort is being made to improve 














technology, the organization of production and other measures aimed at in- 
creasing the efficiency of operation of enterprises. When this approach is 
taken to production efficiency, the advantages of normative net output are al- 
together realistic. The hopes of various economists and business managers 
that a "magic" indicator will be created that guarantees fulfillment of the 
production plan under other circumstances are unfounded, 
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STRUCTURE, UPDATING OF FIXED PRODUCTION CAPITAL 
Structural Factors 
Moscow EKONOMIiCHESKAYA GAZETA in Russian No 19, May 82 p 14 


[Article by Professor V. Oligin-Nesterov, head of a chair of Ural State University 
(Sverdlovsk): "Structural Factors" ] 


[Text] Under the conditions of the increasing interdependence of the different 
units of the national economy the importance of the efficient sectorial and terri- 
torial organization of production and the consideration in planning of structural 
factors is increasing. They are in many ways governed by scientific and technical 
progress, while, in turn, actively influencing it. It is necessary to subordinate 
planning and the scientific, technical and structural policy, as L. I. Brezhnev 
pointed out at the 26th CPSU Congress, to the interests of the intensification of 
the economy and the increase of its efficiency. 


The structural policy encompasses all the components of production. The main thing 
in this case is to ensure, using the words of Lenin, the least losses of labor dur- 
ing the transition from the processing of raw materials to all the subsequent 
stages of the processing of semimanufactures up to the obtaining of the finished 
product (V. L. Lenin, "Poln. sobr. soch." [Complete Works], Vol 36, p 228). The 
improvement of the composition of the fixed production capital is acquiring par- 
ticular importance. Scientific and technical progress, in governing the 
changes in its structure, consolidates and realizes itself in it. The structural 
changes in the fixed capital of industry of the country are reflected in the table. 


Structure of Industrial Fixed Capital 
(for enterprises carried on an independent balance sheet; percent of total) 
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ln lO years the share ot the active portion of the industrial fixed capital in- 
creased, while within it the share of the monitoring and control system (computer 
hardware, measuring and regulating instruments and other devices) increased by 

l,l percent. Such structural changes attest both to the development of the equip- 
ment and technology of production and to the improvement of its organization. 


The renovation and retooling of the enterprises of ferrous and nonferrous metal- 
lurgy, machine building and the chemical and petrochemical industries areof para- 
mount importance for the further development of industry of our Urals Economic Re- 
gion. An interconnected set of goal programs on the technical updating of produc- 
tion is being elaborated and implemented in the Central Urals. Up to 40-45 per- 
cent of the capital investments are being allocated for the renovation and retool- 
ing of enterprises. 





The ratio between the active and passive portion of the industrial fixed capital 
in Sverdlovskaya Oblast is somewhat more favorable than on the average for indus- 
try of the country. The active portion accounts for more than 53 percent, while 
operating machines and equipment account for about 30 percent. 


And still greater purposefulness in the formation of an advanced structure of the 
fixed production capital is needed. Thus, in ferrous metallurgy of the Central 
Urals the active portion of the fixed production capital accounts for less than 
halt ot its balance sheet value--49.9 percent, while in nonferrous metallurgy and 
the chemical and petrochemical industry it is even less--respectively 49.4 and 
48.1 percent. 


The age structure of the capital also essentially determines the possibilities of 
the increase of labor productivity and the output-capital ratio, the decrease of 
the materials-output and power-output ratios and the improvement of the quality 
of the output being produced. Considerable reserves also exist here. According 
to the data ot the Ural State Institute of the Planning of Metallurgical Plants, 
the average age of the metallurgical units at enterprises of Sverdlovskaya Oblast 


exceeds 40 years. 





fhe scientific research, planning and design organizations, production associations 
and enterprises of the oblast are aiming at the introduction of advanced technology, 
the mechanization and automation of production and the use of computer hardware. 


it is important to ensure by means of the structural policy the preferential 
growth and development of the monitoring and control system in the composition of 
the tixed production capital. This portion of it promotes the automation of the 
control ot technological processes, the use of modern efficient systems of product 
quality control and the development of the scientific organization of labor and 
production. However, in industry of the Central Urals the proportion of the moni- 
toring and control system in the composition of the industrial fixed capital is 
considerably Less than in industry of the country as a whole. 


(he gained experience of the renovation and retooling of associations and enter- 
prises shows the expediency of the cooperation of science with production and of 
the concerted actions of scientific research and design organizations and industry 
itself. In terrous metallurgy of the Urals, for example, the commitment to use of 
leaner ores requires additional prospecting for backing with the corresponding 








factors of organizational and technical progress. For the purposes of planned 
technical updating and renovation the Uralmash Production Association is making 
extensive use of the means of the Scientific Research Institute of Heavy Machine 
Building, which belongs to it, and the permanent creative ties with the large col- 
lective ot scientific research and planning organizations and higher educational 
institutions. 


Among the structural factors the increase of the share of the capital expenditures 
on the assurance of the "fourth conversion'"--the lending of the necessary addition- 
al qualities to the finished product--is acquiring the greatest importance. 


The etfect of renovation over a 15-year period for the 7 metallurgical plants, at 
which the Ural State Institute of the Planning of Metallurgical Plants was the gen- 
eral designer, was manifested in the fact that the average annual increase of the 
fixed capital rose sharply, the production volume and the profit increased consid- 
erably. The number of industrial personnel engaged directly in production of these 
enterprises did not increase, while labor productivity by 1981 has increased by al- 
most 2.5-fold. Much attention has begun to be devoted to the solution of the eco- 
logical problems of the protection of the natural environment and to the socio- 
economic development of the labor collectives. 


lhe role of the economic studies and substantiations of the technical and organiza- 
tional progress of production is increasing in the process of intensification. An 
ettective type of the intensification of production presumes planned progressive 
changes not only in the equipment and technology, but also in the economic struc- 
tures of production. 


The identitication and planned use of the advanced trends in the structure of the 
productive capital are of fundamental importance for the planning of new capital 
construction, the renovation and retooling of associations and enterprises. Ac- 
cording to estimates, the increase in capital investments of the share of the ex- 
penditures on equipment by just 1 percent means an increase of the annual volume 
of industrial production in the country by 500-600 million rubles. 


Under these conditions it seems expedient to elaborate standards of the structure 
ot capital investments and fixed production capital, which would direct attention 
to the achievement of progressive changes. Such standards could become an impor- 

tant tool of the structural policy on the basis of the acceleration of scientific 
nd technical progress. 


Updating 
Moscow FINANSY SSSR in Russian No 6, Jun 82 pp 14-17 


(Article by Candidate of Economic Sciences V. A. Milyayev: "Problems of the Ac- 
celeration of the Updating of Fixed Production Capital" ] 


(Text] The successful fulfillment of the tasks set by the 26th CPSU Congress of 
increasing production efficiency in many ways is governed by the optimal scale of 
the reproduction of fixed capital, its more rapid updating, an efficient reproduc- 
tion structure of capital investments and the wise combination of the sources of 
their financing. The improvement of the methods of* planning and the economic 
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evaluation of the effectiveness of various forms of the reproduction of fixed 
capital is also acquiring great importance. 


the present stage of the development of the economy of our country is characterized 
by the changeover to the intensification of the economy. This also directly af- 
fects the area of the reproduction of fixed capital and predetermines the inevita- 
bility of its intensive forms, which provide the greatest impact with the least ex- 
penditures: the renovation and retooling of operating enterprises, the replacement 
and modernization of obsolete equipment. 


Detinite positive changes in the reproduction structure of capital investments ap- 
peared during the 1lOth Five-Year Plan. The share of the expenditures on the con- 
struction of new enterprises decreased somewhat and the proportion of the assets 
being allocated for retooling increased. And still new construction, that is, the 
extensive form of expanded reproduction, predominates. 


Meanwhile the investment of assets precisely in renovation and retooling involves, 
as a rule, shorter payback periods and is an important reserve of the reduction of 
the cost ot a unit of capacity. The data of the technological lines for the pro- 
duction of cement, which were put into operation in 1976-1979 and were studied by 
the USSR Central Statistical Administration, show that in the case of new construc- 
tion the expenditures per unit of capacity (1 ton of cement a year) come to 42 ru- 
bles, while in the case of renovation they come to 31 rubles, that is, nearly 

26 percent less. The cost of a unit of capacity at the 57 studied enterprises for 
the production of precast reinforced concrete in the case of new construction was 
on the average 1.5-fold greater than in the case of renovation, for the 2] studied 
fruit and vegetable canneries--respectively 80 percent greater. The situation is 
also the same with factories--knitwear, confectionary, plants for the production 
of china, meat combines and dairy plants. 


However, there are instances when at individual enterprises the renovation of pro- 
duction is inefficient. One of the reasons is the shortcomings in the planning, 
financing and organization of these operations. They are financed at times with- 
out engineering plans and financial estimates. The expansion of enterprises is 
often carried out under the guise of renovation. This requires additional invest- 
ments in the passive portion of the fixed capital and does not always lead to the 
corresponding increase of the production volumes. The dragging out of the periods 
of the placement of projects into operation and the achievement of the rated 
capacities has a great adverse influence here. 


An essential factor of the increase of the effectiveness of capital investments is 
the optimization of their reproduction structure, That ratio of the individual 
forms of the reproduction of fixed capital, which would make it possible to achieve 
the maximum level of the profit, the profitability and the output-capital ratio, 

is needed. 


Such optimization of the structure of capital investments, of course, is impossible 
without the thorough comprehensive analysis of the influence of the various forms 
of the reproduction of fixed capital on the economic indicators. Today this analy- 
sis is difficult: there are no complete statistical returns and planning data on 
the effectiveness of the reproduction of fixed capital by directions. Even in the 
materials of the USSR Central Statistical Administration there are no data on the 
protitability of new and renovated enterprises. 
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Obviously, the elaboration and introduction in the practice of planning in the sec- 


bors of «udustry of economic standards (standard coefficients) of the reproduction 
and the elticiency of the use of fixed capital could be the first stage in the de- 
termination of the optimum structure of capital investments. There should be 


established, for example, standard coefficients of the placement into operation, 
the retirement and the rate of the updating of fixed capital (the ratio of retire- 
ment to placement into operation), the ratio of the norms of the amortization, 
retirement and placement into operation of fixed capital and a number of others. 
tach of them characterizes one aspect or another of the process of the reproduc- 
tion of the means of labor, while the comprehensive study of their level and dy- 
namics makes it possible to judge the trends of updating, which are characteristic 
ot the period in question, and its effectiveness and the possibilities of improv- 
ing the proportions of the reproduction of fixed capital. 





The indicators of the updating of the fixed capital of industry during 1976-1980 
and those whica, in our opinion, should be planned for the llth Five-Year Plan for 
the purpose of the intensification of production, are cited ir the table. The 
analysis of the data attests to a decrease of the coefficient of the placement 

into operation. According to our calculations this indicator during the llth Five- 
Year Plan will come on the average to 9.4 percent 


(percent of average annual value) 
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lhe coetficient of retirement during 1981-1985 according to our estimates should be 
on the averaye 2.7 percent, that is, it should be 0.6 percent higher than during 
the preceding five-year plan (2.1 percent). Such a rate of its increase is dic- 
tated by the need to increase the release from production of worn out and obsolete 
equipment and to replace it with more productive equipment. 











hor the cvaluation of the eftectiveness of the process of reproduction it is impor- 
tant to know the ratios of the value of the introduced fixed capital, which is be- 
ing, allocated for the growth and the replacement of retired means of labor, that 
is, the coetticient ot the rate of updating. It is determined by the ratio of re- 
tirement to placement into operation. 


During the LOth Five-Year Plan the movement of this coefficient was erratic. From 
28 percent in 1977 it fell a year later to 12.1 percent due to the sharp (from 2.6 
to 1.2 percent) decline of the coefficient of retirement. By the end of 1980 the 
rate of updating had increased to 24.6 percent and on the average for 5 years came 
to 21.6 percent, that is, it was lower than the level of the estimates of the plan 
tor the LOth Five-Year Plan. The possibilities of expediting the replacement of 
capital, which were established in 1976 and 1977, were not completely realized. 


the appreciable increase of the rate of the updating of industrial fixed capital 
should become a distinctive trait of the llth Five-Year Plan. According to our 
estimates by the end of 1985 it is expedient to increase the indicator of the rate 
of updating to 33.7 percent. It is possible to achieve this by gradually decreas- 
ing the coet!icient of placement into operation (with an absolute increase of the 
amount of capital being placed into operation) and by increasing the coefficient 
ot retirement. At the same time the share of fixed capital being placed into 
operation in the total amount of the means of labor being put into operation, 
which should be allocated for the replacement of the equipment being retired, 
Should also increase accordingly. 


Alony with the indicators, which directly characterize the updating of fixed capi- 
tal, it is important to know the ratio of the norms of amortization for renovation 
and the coefticients of placement into operation and retirement. The norms oi 
amortization, which have been in effect since 1975, created tavorable financial 
opportunities tor the more rapid updating of the capital. During the 10th Five- 
Year Plan the ratio of the coefficient of retirement to the norm of amortization 
in industry was comparatively high (with the exception of 1978 and 1979, when the 
coefficient of retirement was minimal) and on the average during 1976-1980 was 
equal to 44.7 percent. By the end of 1985 this figure should increase to 65.9 per- 
cent. This means, first, that a larger and larger portion of the amortization for 
renovation will be allocated precisely tor the expenditures on the reimbursement 
ot retirement, while, second, the rates of the updating of fixed capital will ap- 
proximate the standard rates, which are envisaged by the rates for renovation with 
allowance made for the need to expedite replacement and to step up the intensifi- 
cation of production. 


lhe last ot the indicators included in the table--the ratio of the norm of amorti- 
‘ation to the coefticient of placement into operation--during the I1th Five-Year 
Vlan will be relatively stable (on the average 50 percent). Thus, the process ot 
the reproduction of fixed capital will be financed in equal proportions at the ex- 
pense of the amortization deductions (the transfer value) and monetary accumu la- 
tions (the newly created value). 


the indicators of the updating of fixed capital, which have been examined here, 

ire of a complex nature and are suitable for the quantitative analysis of this proc- 

oss. They are all calculated on the basis of the data on the movement of the fixed 
pital in the value estimate, therefore in practice they do not retlect the 








qualitative aspece Oo: updacing, which under cue conditions of the accel ration of 
technical progress and the intensification of production is no less important from 
the point of view of the increase of its efficiency. 


Apparently, the determination of the qualitative aspect of the more rapid updating 
of the tixed capital (the increase of the profit and the profitability) should be 
based on the same principle as the calculations of the economic effectiveness of 
capital investments--the principle of the achievement of the maximum result with the 
tiinimum expenditures. In this case it is necessary to calculate the annual impact 
in the torm of the profit (profitability) from the use of each form of the reproduc- 
tion ot the !ixed capital. This will make it possible to establish, first, the 
absolute result of the placement into operation of a specific amount of capital, 
which is expressed in the additional amount of the profit and the increase of the 
profitability, and, second, the most efficient reproduction structure of the capi- 
tal investments by changing the ratios of the various forms of the reproduction of 
the Ltixed capital in their total amount. 





f 


fhe inerease of the efficiency of the reproduction and use of fixed capital under 
present conditions depends first of all on the search for and mobilization of all 
reserves, the improvement of the organizational and economic methods of the regula- 
tion of the process of the production of output and the greater effectiveness of 
binanecial and economic levers and stimuli. And here, in our opinion, one must not 
limit onesel! to a single measure. A set of them is needed. 


the policy ot the intensification and the increase of the efficiency of production 
urgently requires in the next few years the mass updating of the fixed capital in 
all the sectors of the national economy, which in turn is connected with the need 
tor much preliminary work: the substantiation of the main directions, the organi- 
zational and economic forms, the sources and methods of financing, as well as the 
letermination of the end national economic impact from the mass updating of the 
production system. It seems to us that it is now already expedient to begin the 
elaboration of a comprehensive program of the rapid updating of the fixed capital 
of the national economy, which is designed for approximately 7-10 years and con- 
sists of several stages. At the first stage a general inventory and census of 
machines, equipment, apparatus, units and instruments by a certain date should be 
conducted at all enterprises and economic organizations. At the second stage the 
means of the retooling of machine building itself as the material base of ex- 
panded reproduction in all sectors should be determined. The third stage should 
envisaze the elaboration and implementation of measures on the updating of the 
fixed capital: the procedure, scale, sequence, dates of the replacement of worn 


ut equipment and so on, 


course, the suggestion made by us is of a schematic nature and does not reveal 
[| the diversity of the tasks connected with such a significant measure on the 
seile ot the country. The detailing of a large number of aspects is necessary. 
Pheretore it would be advisable to draw up the comprehensive program of the rapid 
updating ot tixed production capital in the national economy. 


(he question of the commitment to the economic turnover of serviceable equipment, 
which is suitable for operation and is not being used at the given enterprise, is 
: component of the overall problem of the updating of the production apparatus. 
\ well-organized system of its purchase and sale could play an important role in 








this. At present oblast, city and rayon administrations for the mobilization of 
iuternal material resources, which are called upon to find and sell on a commission 
basis metal, tools, equipment, construction materials and so on, are working in 

the local soviets. This is promoting the efficient distribution of commodity 
stocks. The amount of material resources, which were committed to the economic 
turnover by one of these administrations, which serves a Moscow city rayon (Upr- 
mosgormobres), increased in 5 years by nearly threefold, including equipment by 
more than 1,5-fold. 


lhe functions of the departmental divisions for the mobilization of internal re- 
sources dre in many ways the same. But these divisions find and redistribute mate- 
rial resources only within their own ministry, while Uprmosgosmobres is called 

upon to meet the needs of all sectors. Frequently the divisions for the mobiliza- 
tion of internal resources ot the ministries prohibit the subordinate enterprises 
to sell the equipment jointly with this administration. And the result is that 

the found equipment Lies around a long time in warehouses until the division tinds 
a buyer. For example, at the AvtoZIL Association, which in accordance with estab- 
lished procedure reports on its surplus material resources to the Division for the 
Mobilization ot Internal Resources of the Ministry of the Automotive Industry, 
welding equipment was not sold for several months, because this division insisted 
on its sale to an enterprise which did not need it, while the Moscow Motor Vehicle 
Vlant imeni |. A. Likhachev had an interested buyer. 


Practice shows that unlike the divisions tor the mobilization of internal resources 
Uprmosgormobres has the opportunities to commit material resources to the national 
economic turnover more efficiently. For example, it publishes rapid information 
and bulletins on the available commodity groups in 7-10 days from the time ot re- 
ceipt of information trom enterprises, in the divisions for the mobilization of 
internal resources 3-4 months are usually spent on this. In a number of instances 
cither the enterprises themselves or Uprmosgormobres sells the equipment, which 

is ottered in the bulletins of the divisions for the mobilization of internal re- 
sources, long before the publication of the bulletin. 





(The creation of specialized cost accounting firms for the purchase and sale of 
secondhand cquipment, the activity of which would be of an international nature 
and would be extended within industrial regions or union republics, seems advis- 
able to us. The firms should have the same rights in the identification and sale 
of surplus serviceable equipment. For this purpose it is wise to unite the small 
(oblast, rayon, city) administrations for the mobilization of internal resources 
into large organizations for the identification, purchase and sale of material re- 
sources. Concentration will make it possible with the least expenditures to en- 
large considerably the scale of the commitment of serviceable equipment to the 
economic turnover. Suffice it to name just a few figures. Thus, of the total 
amount of physical assets, which are found by the division for selling on a com- 
mission basis ot the Administration of Material and Technical Supply of the Moscow 
Oblast Soviet Executive Committee (it serves Moscow Oblast), approximately 10 per- 
cent is sold, while 50 percent is sold by Uprmosgormobres. 


Ihe cost accounting firms ought to establish specific interrelations with the de- 
partmental divisions tor the mobilization of internal resources, At present the 
parallelism in the work ot these divisions and territorial administrations is 
hampering the more extensive identification and distribution of serviceable 








equipment. %y means ot the proposed tirms it will be possible to shift the mate- 
rial resources of all the sectors, which are concentrated on the territory of the 


uiven economic region, and more rapidly and with fewer expenditures. The coordina- 
tion ot the actions of the divisions for the mobilization of internal resources 
and the tirms tor the purchase and sale of secondhand equipment is necessary. It 
would be advisable to introduce a procedure of the mandatory presentation by the 
divisicns tor the mobilization of internal resources of information on the availa- 


bility of serviceable equipment to the cost accounting firms. Then the need would 
disappear for the difficult searches, in which the workers of Uprmosgormobres and 
other similar administrations at industrial enterprises are now engaged. 


(he acceleration of the updating of the fixed capital must be backed with financial 
resources. Amortization deductions are one of the main sources of the financing of 
the expenditures on reproduction. With allowance made for the need for a more and 
more extensive scale of the retirement and replacement of fixed capital during the 
current {ive-yeir plan it would be worthwhile to make some changes in the ratio of 
the portions of amortization, which are intended for renovation and capital repair. 


During the Ninth Five-Year Pian the norms of amortization for complete replacement 
were increased, while those for capital repair were decreased. Obviously, in the 
immediate future the repeated and expensive revision of these norms is not needed. 
Apparently, it is wiser to grant ministries the right within the total amount of 
the amortization costs to change the shares intended for renovation and capital 
repair, subject to the real need for assets for the replacement of the fixed capi- 


tal aud its partial replacement. 


[the possibility to shift the monetary assets intended for reproduction purposes is 
also very important. In accordance with the prevailing statute the amortization 


deductions for renovation are distributed primarily through two channels: from 

LO to 59 percent goes to the production development fund, the remainder is sent 

to the All-Union Bank for Financing Capital Investments or Gosbank for the financ- 
ing of the expenditures on capital construction. Such a procedure applies to all 


production associations and enterprises, regardless of the age of the fixed capi- 
tal being used by them and the vital need for assets for their reproduction, and 
envisages the partial redistribution of the amortization deductions within the 
sector. Meanwhile it turns out that some enterprises, which have old equipment, 
do not have enough financial resources for its replacement, while others, which 
are better equipped, have a surplus of resources. This pertains first of all to 
iidustrial facilities, which have been newly placed into operation and which dur- 
ng the first years of operation do not require expenditures for the replacement 
of equipment. 


in our opinion, some adjustments should be made in the prevailing procedure of the 
distribution and use of amortization deductions. The amortization fund for reno- 
vation, which is formed at enterprises newly put into operation and remains idle 
tor a number of years, must be centralized in the statewide resources and must be 
used in those sectors of production, which need assets for the replacement of worn 
out fixed capital, regardless of their sectorial affiliation. For these purposes 
during the first year of operation of new enterprises it is necessary to pay into 
the budget the entire amount of the credited amortization for renovation, for the 
second and subsequent years to transfer less and less, in proportion to the num- 
ber of years remaining until the end of the average standard life of the active 


L6 








portion of the fixed capital. The financial resources of new enterprises, which 
have been concentrated in this manner, can serve the development of any sector of 
the national economy subject to the economic goals of the state. Upon the 
achievement of the average standard life of the machines and equipment and the 
appearance of the need for their mass replacement the amounts of amortization, 
which were paid into the budget, will be returned to the enterprise, in the same 
proportions. 
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RESOURCE UTILIZATION AND SUPPLY 


EXPENDITURES FOR GEOLOGICAL PROSPECTING WORK AS CAPITAL LNVESTMENTS 
Moscow FINANSY SSSR in Russian No 7, Jul 82 pp 50-52 


/Article by L.B. Sheynin: "Expenditures for Geological Prospecting Work as Capital 
Investments''/ 


/Text/ In 1959 the USSR Council of Ministers, in the decree entitled "Measures for 
Regulating the Planning and Carrying Gut of Geological Prospecting Work," legalized 
the ranking of this work into five principal stages, thus making it possible to 
evaluate the work carried out and its results for each transfer made from one stage 
to another. One of the more important such transfers is that of shifting from a 
preliminary to a detailed prospecting of a deposit. 


Based upon data obtained from preliminary prospecting, temporary conditions are 
developed tor the miueral raw materials and the deposit is evaluated from the 
standpoint of its possible industrial development. The content and results of an 
evaluation of a deposit are reflected in a technical-economic report, in which a 
conclusion is drawn regarding the feasibility of continuing the GRR /geologo- 
razvedochnaya rabota; geological prospecting work/ by converting over to the 
detailed prospecting of a deposit . Thus the carrying out of a costly and detailed 
prospecting of a deposit is dependent upon the results of a preliminary evaluation 
of it. This measure raises the national economic operational results of the 
geological organizations and it promotes improved use of state funds. 





At the same time, one particular shortcoming has still not been eliminated -- the 
prolonged "inactivity" of deposits which have been prospected and turned over to 
min’nog departments for industrial development. The funds invested in the 
prospecting of these deposits are sometimes immobilized for a number of years. 
This then explains the need for developing additional measures aimed at achieving 
a higher level of effectiveness for GRR expenditures. 


In economic literature we are encountering proposals concerning the “purchase - 
sales" services of geologists, in accordance with which the interested extractive 
departments must pgy the specialized geolical vrospecting organization for the 
results of the GRR’ carried out by them. In our opinion, the implementation of 


* “See: Bashmakov, G.S. "Rights of User of Mineral Wealth in the USSR." Moscow, 
Nauka, 1974 





** See: Kobakhidze, L.P. "Economics of Geologicil Prospecting Work.'' Moscow, Nedra, 
1978; Sclov'yeva, Ye.A. "Price Formation and Problems of Rational Use of 
Mineral Wealth."' Moscow, Ekonomika, 1974. 











such proposals would promote an increase in the national economic return [from 
certain types of GRR. Without touching upon the question of introducing monetary 
computations between the departments -- those who procure the mineral raw materials 
and the specialized geological prospecting organizations, emphasis should be 

placed upon the importance of such a partially active instrument as extracting a 
budget payment from the mining departments for GRR carried out in their interests. 


In many branches of the extractive industry, payments are collected for the so- 
called repayment (reimbursement) of expenditures for GRR. In different branches 
the rates are established per unit of raw material extracted or supplies reimbursed 
and also per unit of above-normal losses, with payment being made into the budget 
by the extractive enterprises. This operation increases the costs somewhat for 

the extraction of minerals, but it reflects the objective production conditions and 
is economically sound. In the final analysis, it has an effect with regard to 
raising the wholesale prices for the mineral raw materials. At the national 
economic level, a change takes place in the price proportions in favor of the 
Output Of a mining complex and this prompts the consumers to economize in their 

use Of mineral raw materials. In addition, the mining enterprises are prompted to 
avoid above-nonmmal losses in the minerals. This completes the economic advantages 
to be realized from the rates for the reimbursement of GRR expenditures. 


A shortcoming of the existing system of reimbursement rates for GRR lies in the 
tact that it does not motivate the mining departments to commence working the 
deposits turned over to them as rapidly as possible or to carry out the extractive 
work at the optimum level. In addition, neither the extractive branches on the 
whole nor their enterprises are able to affect the rate amounts, which are 
established on an average basis in accordance with the current CRR expenditures for 
the given tranch. The payment into the budget of the rates established for this 
work is tor the mining enterprises the same type of "external'’ factor for a rise 
in production costs as is, for example, the norm for the amortization of equipment. 
In this portion, they do not atfect the production cost per unit of output. Thus 
the goal of introducing rates for the reimbursement of GRR expenditures for mining 
enterprises is not achieved completely. But this derives not so much from the fact 
that the idea of providing reimbursement for GRR expenditures is incorrect, but 
rather it has to do with the fact that it is not sufficiently coordinated with the 
cost accounting of the enterprises of the mining branches. 


in accordance with the existing system, the rates must be paid commencing with the 
mament that che extractive work actually begins. Meanwhile the basis for the 
payment may arise even earlier if the deposit is found to be "lying idle.” A 
postponement of the commencement of the extractive work at a deposit turned over to 
industry is equivalent to a freezing of the state funds invested in the GRR. Thus, 
in our opinion, the extractive enterprise should commence reimbursing the state for 
GRR expenditures on the data planned for placing this enterprise in operation. 


The state does not require repayment for sums invested in the GRR if the mining 
enterprise makes a definite payment for these investments similar to a payment into 
the tunds. In this instance, the expenditures for GRR must be viewed as being 
close to capital investments in terms of their ecanomic nature. The expenditures 
tor GRR should be accepted as such for a number of reasons, commencing with the 
stage of detailed prospecting at which time the funds invested in the GRR are 
economically justified from the standpoint of an increase in the mineral supplies 
ot industrial importance. Just as an enterprise makes payment for the fixed and 











working capital placed at ics disposal, it can also pay for the cost of GRR carried 
out at tne expense of the state at a given deposit. Moreover, the cost for GRR is 
repaid to the state much more quickly through reimbursement rates, that is, the 
enterprise should be interested in extracting the minerals since this wil? aid in 
reducing its payments into the funds. 


Thus the tollowing approach has been recommended for the problem of making 
reimbursement for GRR expenditures. First ot ail, the system should be retained 
which calls tor reimbursement to commence at the moment exploitation of the deposit 
begins and che first products are issued. Secondly, commencing with the planned date 
fOr commencing the work, the mining enterprise (or department to which it is 
subordinate) must make a ,ayment into the budget for the cost of the GRR for the 
given deposit similar to the payment into the funds. This payment must continue to 
be made so long as reimbursement for the cost of the GRR continues, but its amount 
will difier by periods, since the non-reimbursed portion of the expenditures will 
decrease as the deposit is worked. 


The view which holds that GRR expenditures resemble capital investments can raise 
some doubt, since the state funds allocated for this purpose are only partially 
categorized as being capital investments. A considerable portion of them are 
categorized as operational expenditures of the budget. Definite differences exist 
between capital investments and operational expenditures. The results of capital 
investments are taken into account in the balances of organizations whereas 
Operational expenditures are written off. This difference is determined by the 
fact that capital investments are allocated for projects which leave a material 
mark behind them (for example, construction projects). Measures are financed by 
means of operational expenditures, the results of which have no material 
personification (personnel training, exhibits, work directed towards obtaining 
informacion on the earti.'+ crust and so forth). The categorizing of expenditures as 
being capital investments or operational expenditures is greatly dependent on 
whether or not a material object develops, ome which can be viewed as having 
inventory value in bookkeeping documents. Consideration is also given to the 
existence or lack of a state organization that is capable of including on its 
balance investments (expenditures) which produce a long-term effect. Thus, 
commencing in 1965, land reclamation work carried out at state expense at kolkhozes 
was tinanced by means of budgetary operational funds which were written off as they 
were expended. During the 1970's, they began carrying out this work using state 
capital investments and the results were shown on the balances of the interested 





t.rms. Thus the barrier between capital investments and certain operational 
expenditures is not insurmountable. In many instances the existing difference is 
more of a financial-legal or accountiny-legal nature than it is economic. 


At the same time, an economic similarity exists between capital investments and 
Operational expenditures aimed at achieving a long-term effect. It lies in the 

tact that the results of both are long-term in nature. Thus information obtained 
with the use of GRR (regardless of the sources for financing the work) is used 
throughout the entire period of time that the deposit is being worked, that is, 
throughout many production cycles. Thus the results of GRR possess a characteristic 
which makes it possible to view them on a par with other capital investments -- the 
capability to service many cycles of the production process. Moreover, the 
prospecting results for one particular deposit are of some use when searching for 
and prospecting other deposits of the sane mineral. 








It bears mentioning that. research work carried out in various branches ot the 
national economy, for satisfying the requirements of capital c mstruction, are 
carried out by means of capital investments. Their cost is added to the 
expenditures for planning work proper. The overall cost of planning-research work 
is included in the estimated cost for a project, which is included on the balance 
of the organization which operates it. If it is a production projecc, then the 
operating organization makes a payment into the budget based upon its cost (usually 
6 percent annually). Thus the expenditures for research work are financed by means 
of capital investments and are considered to be such based upon their accounting- 
economic results. 


GRR is carried out not only for the purpose of uncovering deposits and determining 
the methods of extraction, but also for the planning of mining enterprises. This 
applies mainly to engineering geology. In this sense, GRR is similar to all other 
research work carried out to satisfy the requirements of capital construction. This 
serves as an additional argument in favor of categorizing GRR expenditures as 
capital investments. 


GRR expenditures in Bulgaria are considered to be capital investments and as such 
they are included on the balances of the mining enterprises. These expenditures 
are reimbursed by means of amortization deductions for each ton of supplies 
extracted. in like manner as expenditures for mine workings, machines and 
equipment 


In principle, the use of such a method of reimbursement for GRR expenditures does 
not raise any objection. However, use of the term "amortization'’ is not entirely 
suitable here. An amortization deduction makes it possible to accumulate a fund 
for the restoration in kind of worn out iplements and means of production. When 
making repayment for the cost of GRR, there is no need for accumulating a special 
fund, since there is no material object requiring restoration in kind. Thus, when 
making repayment for GRR expenditures, use should not be made of the term 
"amortization'’ but rather some other term such as "writing off.” 


The recognition of GRR as capital work and the expenditures for financing it as 
capital investments is important in the sense that it makes it possibie, in a more 
sound manner, to raise the question concerning payment of the cost of Chese 
expenditures and obtaining definite income from the budget for the totai amount of 
funds invested in the GRR. In other words, the obligation of mining enterprises 

to make payments into the budget for the repayment of GRR expenditures, pius special 
payments of the fund payment type, is placed on a strong economic foundation. 


Although the ‘initial amount" according to which the rates and payments are 
computed must be the same, the economic nature of both these and others is not 
identical. As mentioned above, distinct from the rates for the reimbursement of GRR 
expenditures, the payments for which are made as the deposit is worked, the 

payments for funds invested in the GRR can be made beginning not with the actual 
commencement of extraction work but rather on the da 2 that the mining enterprise 
must begin issuing products according to the plan. ‘we basis for such reasoning is 
the expiration of a definite period of time, following which the funds invested in 
the GRR must produce a return. Such a period could be one which.commences when a 





* GRR expenditures in some countries are included on the balances of mining 
enterprises as so-called intangible assets, together with the cost of purchased 
licenses and some other "non-material" blessings. 














prospected ceposit is turned over for industrial exploitation and which continues up 
LO a Certain normative date, at which time the mining enterprise thus created must 
be placed in operation. 


Today, for all enterprises under construction, the commencement of payments into the 
budget tor {furds invested in them (payment into the funds) is defined as the moment 
when they are placed in operation and the initial products are produced. During 

the construction work proper, a payment is not made for the funds invested in the 
constructio.. project so long as the construction work continues. From a formal 
stanapoint, this ts explained by the fact that there is not an operational 
organization at the construction project wnich could be considered as the payor. 
However, a payment for funds "frozen" in construction can be made by the client- 
Organization. The making of payments into the funds only after a newly constructed 
enterprise has been placed in operation does not aid the campaign directed against 
long-term construction work, nor does it discipline those departments which commence 
new construction while lacking adequate resources for its completion within the 
normative periods. 


The proposed determination of the moment at which payment must commence for funds 
invested in GRR provides the mining departments with an additional stimulus for not 
delaying the development of the deposits which were prospected and turned over for 
their use. In addition, it becomes unprofitable for the mentioned departments to 
insist upon the carrying out of detailed GRR at deposits which are not expected to 
be placed in operation during the next ftew years. Such a result would only be 
beneficial to the national economy. 


importance is also attached to the manner in which the GRR expenditures for specific 
mining enterprises are computed. 4t the present time, the rates for the repayment 
of GRR expenditures, which are te be paid into the budget at the expense of the 
mining enterorises, are detined as the annual GRR expenditures for the country as a 
whole (minus the cost of regional and some other work) for the particular type of 
mineral, which per unic of its extraction fall within the planned period for the 
worked deposits. It has been proposed that these averaged-out expenditures be 
differentiated by individual regions. 


As already mentioned, the stimulating role played by rates determined in this 

manner is moc very great, since the individual mining enterprises or even departments 
Jo now control (and cannot control) the GRR expenditures for a particular type of 
miaeral throughout the country as a whole or in individual regions. The amount of 
reimoursement for expenditures due per unit of supplies withdrawn or repaid is for 
the wininy encerprise a type of tirsthand data that is not dependent upon its 
activities 


Quite another picture would develop if the cost of the work carried out at a given 
deposit, commencing with the stage of its detailed prospecting”, was presented for 
reimbursement rather than the average GRR expenditures for the country (or region). 
In this instance, the department which accepted the deposit for industrial 

development would be able to dispute the advisability of the individual operations, 
the correctness of determining their cost and so torth, that is, it could exert an 





ee eee we ee ee — 


* An "insurance payment" could possibly be added to this amount so as to cover 
unjustified expenses for the detailed prospecting of some deposits. 





active influence on the amount of the future rate of reimbursement for GRR 
expenditures, carried out for a particular deposit. Moreover, if the expenditures 
for prospecting a given deposit are too high compared to the income which it can 
provide, then the department interested in its development must undertake measures 
either to reduce these expenditures or to halt the prospecting work. In this manner, 
an active influence will be exerted on the GRR by the party interested in the final 
results, as is required from a national economic standpoint. 
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REGLONAL DEVELOPMENT 


ECONOMLC 


Moscow MOSCOW NEWS in English 15-22 Aug 82 pp 8-9 


[Art icle by 


The Union Republics of the USSR 
Giller appreciably in their economic 
d-yciopment rates and as regards 
the share of certain industrial and 
egiucultural branches in their 
erall development, 


Under the current five-year plan 
(1901-1985), industrial production 
Nn the country as a whole is ex- 
pected to go up by 26 per cent, but 
in Azerbaijan and Uzbekistan it is 
ty» grow by 30 per cent, in Moldavia 
by 32 per cent, in Latvia by ‘Oo and 
in Estonia by 15 per cent. 

As for agmcultural productiou, 
the plans for the whole of the USSR 
envy sage anh dGverage increase of 
13 per cent annually, the figure for 
Uzbekistan being 17 per cent, for 
Moldavia 22 per cent, for Estonia 12 
and Lithuania 10 per cent. 


Different targets are due to the 
specific features of each Republic 
and the difference in their economic 
potentials. Of great importance in 
this comext are such factors as 
their geographic position, climate, 
raw materials and labour resources, 
ar? transport facilities, Here are a 
couple of exam ,les. 

The country’s basic fuel and 
energy resources @rfe concentrated 
in the Asian part of the Russian 
Federation and Kazakhstan, while 
tie Baltic Republics and Byelorus- 
sia are low in these resources. The 
Riissian Federation, the Ukraine, 
Latvia and Estonia are experiencing 
an acute shortage of manpower 
(with prospects for the future very 
much the same}, while Azerbaijan 
asd the Central Asian Republics ex- 
pect a major increase in labour fe- 
seurces. 


SPECLIALLZATLON OF SSR'S REVIEWED 


Leonid Korenev] 


In view of these and similar cir- 
eumetances, the Soviet planning 
bbidies recommend different eco- 
nomic development rates and pro- 
Portions for various Republics, 
striving to secure an optimum 
overall social progress. 

What are the main directions In 
the Soviet Republics’ economic spe- 
cialization in the ‘80s? Naturally, 
the accent is made, above all, on 
taking advantage of the stronger 
points of each Republic. In the 


Baltic Republics, precision mechan- 
ical engineering, instrument making 
and electronics are in the focus. 
Latvia, for one, which already ac- 
counts for a quarter of all the house- 
hold radio equipment and _ radio- 
grams made in the USSR, will almost 
treble their output by 1985. 

The Asian areas of the Russian 
Federation and Kazakhstan are 
taking over as the main fue] sup- 
pliers. The Republics in the Euro- 
pean part of the USSR, which have 
but scarce energy resources of their 
own, are building nuclear power 
stations. Uzbekistan and Tajikistan 
are continuing to lead in cotton 
production. 

Some new lines in specialization 
have stemmed from the planned 
changes wrought in the country’s 
economic geography over the past 
few decades. For example, the de- 
velopment of the virgin lands in 
Kazakhstan hag turned this Republic 
into the major granary of the USSR. 
Azerbaijan, formerly our leading 
“oll republic”, has now fallen far 
behind other areas in the scale of 
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oil production, but it still remains 
the training centre of the Soviet oil- 
indu.try workers and a major gup- 
plier of oil equipment. Byelorussia, 
which has seen a massive industrial 
development over the past few de- 
cades, now specializes, among 
others, In the production of potash 
fertilizers (50 per cent of the coun- 
try'’s total) and of tractors and 
heavy-duty lorries. 


Further structural changes are 
brought about by new economic ex- 
pediences. For instance, in the Cen- 
tral Asian Republics, Azerbaijan 
and Moldavia, where a considerable 
increase in labour resources is ex- 
pected, agriculture and the light tn- 
dustry will be developed at a higher 
rate than elsewhere. For one, Mol- 
davia, which has in_ recent years 
justly won the repute of the USSR‘s 
“fruit and vegetable workshop", 
will, in the course of the current 
five years, almost tieble the output 
of fruits by intensifying its horti- 
culture, 











